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PROGRAM OF THE FORTY-THIRD ANNUAL MEETING 
fonpay, December 29, 1930 


10:00 ax. Rounp ConrereNces 
1. Economic History—The Decline of Laissez Faire 
Chairman: Max Handman, University of Texas. 
Discussion: Abbott P. Usher, Harvard University; George W. Stocking, 
University of Texas; V. M. Bladen, University of Toronto; Broadus 
Mitchell, Johns Hopkins University. 
2. The Small Loan Business 
Chairman: W. Frank Persons, American Association of Personal Finance 
Companies. 
Discussion: Louis N. Robinson, Swarthmore, Pennsylvania; Clyde O. 
Fisher, Wesleyan University; Franklin W. Ryan, National Cash Credit 
Association; R. W. Pitman, Morris Plan Company. 
3. Marketing—The Social and Economic Aspects of Chain Stores 
Chairman: Fred A. Russell, University of Illinois. 
Discussion: R. W. Lyons, National Chain Store Association; S. M. Flick- 
inger, Buffalo, New York. 
12:30 p.m. Rounp Taste ConFrEeRENCE 
1. The Russian Economic Situation 
Chairman: George E. Putnam, Swift and Company. 
Discussion: Susan M. Kingsbury, Bryn Mawr College; Mabel Newcomer, 
Vassar College; Calvin B. Hoover, Duke University; Mildred Fair- 
child, Bryn Mawr College; William Adams Brown, Jr., Brown Univer- 
sity; Paul Haensel, Northwestern University. 
2:30 p.m. First Session 
Presiding Officer: Ernest L. Bogart, University of Illinois. 
General Topic: The Modern Merger Movement. 
Papers: Myron W. Watkins, New York University; Willard L. Thorp, 
Amherst College. 
Discussion: Charles A. Gulick, Jr., University of California; Chester W. 
Wright, University of Chicago; William Orton, Smith College; Ben W. 
Lewis, Oberlin College; Abraham Berglund, University of Virginia. 
5:00 p.m. Meetine or tHe Executive CommittTEee 
8:00 p.at. Seconp Session (Joint meeting with the American Farm Economic 
Association) 
Presiding Officer: Benjamin H. Hibbard, University of Wisconsin. 
General Topic: The Work of the Federal Farm Board. 
Papers: J. S. Davis, Federal Farm Board; W. M. Garrard,’ Staple Cot- 
ton Co-operative Association; John D, Black, Harvard University. 


Tvespay, December 30, 1930 


9:00 a.m. Business Meetrnc—Reports of Officers, Committees, etc. 
10:00 a.m. ‘Tub Session* (Joint meeting with the American Association for Labor 
Legislation) 

Presiding Officer: Paul H. Douglas, University of Chicago. 

General Topic: Industrial Changes and Unemployment. 

Papers: William M. Leiserson, Antioch College; Evans Clark, Twen- 
tieth Century Fund, Boston, Massachusetts. 

Discussion: Elizabeth Baker, Barnard College; Isador Lubin, Brookings 
Institution; C. H. Murray, American Rolling Mills Company, Middle- 
town, Ohio; Louis A. Wood, University of Oregon; Florence C. Thorne, 
American Federation of Labor; Leonard C. Marsh, McGill University. 

12:30 p.m. LuNcHEoN Rounp Tasie CONFERENCE 
1. Land Economics 

Chairman: Richard T. Ely, Northwestern University. 

Discussion: P. K. Whelpton, Miami University; Floyd F. Burtchett, 
University of California at Los Angeles; H. Morton Bodfish, North- 
western University; Robinson C. Newcomb, Department of Commerce, 
Washington, D.C. 


‘Mr. Garrard’s paper is to be published by the American Farm Economic Asso- 
iation. 


. be papers of this session will be printed by the American Association for Labor 
Lepi i 
-egislation. 
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Rounp Taste ConFrerENCE 
Economic Theory—lInstitutionalism: What it is and What it Hopes to 
Become 
Discussion: Morris A. Copeland, University of Michigan; Eveline y. 
Burns, Columbia University; Frank A. Fetter, Princeton University; 
Joseph J. Spengler, University of Arizona. 
FourtH SeEssion 
Presiding Officer: Matthew B. Hammond, Ohio State University. 


General Topic: International Economic Relations. 

Papers: Ernest M. Patterson, University of Pennsylvania; John Donald. 
son, George Washington University. 

Discussion: | R. Edminster, Brookings Institution; J. Harvey Rog- 


ers, Yale University; Paul Haensel, Northwestern University; John 
Herndon, Jr., Haverford College; Erich W. Zimmerman, University of 


North Carolina; Harry D. Gideonse,’ University of Chicago. 
Firrn Session (Joint meeting with the American Political Science As- 
sociation and the American Sociological Society) 
Presiding Officer: Newton D. Baker, Former Secretary of War. 
Presidential Addresses: Howard W. Odum,’ American Sociological So- 
ciety; Matthew B. Hammond,* American Economic Association; Ben- 
jamin F. Shambaugh,’ American Political Science Association. 


December 
Business MEETIN Election of Officers, etc. 

Stxtu Session (Joint meeting with the American Statistical Associa- 
tion) 

Presiding Officer: Wesley C. Mitchell, Columbia University. 

General Topic: The Business Depression of 1930. 

Papers: Carl Snyder, Federal Reserve Bank of New York; Josef Schum- 
peter, University of Bonn. 

Discussion: Arthur B. Adams, University of Oklahoma; Carter Good- 
rich, University of Michigan; Joseph Demmery, University of Wash- 
ington; Willard L. Thorp, Amherst College; Alvin H: Hansen, Uni- 
versity of Minnesota. 

MEETING OF THE Executive CoMMITTEE 
SEVENTH Session (Joint meeting with the American Political Science As- 
sociation ) 

Presiding Officer: Charles A. Beard, New Milford, Connecticut. 

General Topic: Public Power Control. 

Papers: Ernest Gruening, Editor, Portland Evening News; Ralph L. 
Dewey, Ohio State University. 

Discussion: F. G. Crawford, Syracuse University; Martin G. Glaeser,’ 


University of Wisconsin; Irston R. Barnes, Yale University. 
published by the American Sociological Society. 
published in the March number of the American Economic Review. 
published by the American Political Science Association. 


*No manuscript submitted 
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according to its charter, is the en- 
couragement of economic research, the issue of publi- 
cations on economic subjects, and the encouragement 
of perfect freedom of economic discussion. The As- 
sociation as such will take no partisan attitude, nor 
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ROUND TABLE CONFERENCES 
ECONOMIC HISTORY—THE DECLINE OF LAISSEZ FAIRE 


Max Hanpman, Chairman 


Assott P. Usuer.—The doctrine of laissez faire may best be regarded 
as a phase in the history of economic liberalism. Liberal thought emerges 
earlier, was never guilty of the extravagances that can legitimately be as- 
sociated with laissez faire, and will persist long after the famous catchword 
has passed into history. 

Economic liberalism emerges in the sixteenth century, both as a theory 
and as a program for action. The philosophy of the common weal, though 
inadequately grounded in analysis, embodied many fundamental principles 
of liberalism. It found expression in France in the advocacy of freedom 
for the internal grain trade. The policy was not effectively carried out 
at that time but the tradition was not lost. For two centuries, the freedom 
of the domestic grain trade was the most important single issue of economic - 
policy, and the most specific expression of the growth of liberal thought. 

It was thus more than chance that the catchword “laissez faire” was af- 
fected in Colbert’s time. The old traditions gained new force and despite 
protectionist leanings in other phases of economic policy in this field, Colbert 
furthered the work of curtailing the powers of local officials and local mag- 
nates. ‘The policy of non-interference as a comprehensive document does not 
emerge until 1736, when both the catchword and the categorical doctrine 
appear in writings of the Marquis d’Argenson. Use of the term is also attrib- 
uted to Vineent de Gournay, whose official position gave wider political sig- 
nificance to the policy. From these sources the doctrine was taken over by 
the physiocrats. 

In the English-speaking countries the earlier history of the doctrine is 
obscure. The catchword was not used by Adam Smith or the earlier classical 
writers. Their concepts of policy, too, embedied important qualifications. 
The term “laissez faire’’ was first used in English by Franklin in his Prin- 
ciples of Trade (1774). He cites the story of the colloquy between Colbert 
and Legendre, but without much regard to all the implications of the term. 
In the equivalent form “be quiet,” the idea appears in Bentham’s Manual of 
Political Economy in 17938, and in later writings the phrase “leave us alone” 
appears. Bentham is usually credited with the term “laissez faire” in Eng- 
land, though in strict accuracy some qualification is desirable. If we define 
laissez faire as an uncompromising doctrine of non-interference, Bentham 
sould not be held guilty of many of the excesses and overgeneralizations to 
be found among his later admirers. His actual program was one of construc- 
tive liberalism, rather than of destructive, uncompromising non-interference. 

The laissez faire doctrine does not assume its characteristic form in 
England until the days of the factory controversy and the Anti-Corn Law 
League. The rigid formulation of the policy is more largely the work of 
the agitators than of the economists, but Nassau Senior lent the weight of 
his name to a categorical assertion of the doctrine and through him the 
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doctrine in its extreme form soon came to be loosely associated with the 
entire classical school. All distinction between liberalism and laissez faire 
was lost. 

The positive development of factory legislation in changed public sent. 
ment gradually made it impossible to maintain an uncompromising doctrine 
of non-interference, but it was difficult to overcome the tendency to regard 
laissez faire in its extreme form as the necessary and legitimate culmination 
of the philosophy of the natural order. Some of the postulates and impli- 
cations of the older records seem to lead directly toward a rigid doctrine 
of non-intervention. Notable in this respect are three postulates: that 
individual interests are identical with the general interests of society ; that 
institutional mechanism to give effect to primary economic adjustments 
existed from the beginning or developed spontaneously ; that a free con- 
tractual society is inherently competitive. The leading economists seem 
always to have had misgivings over these concepts and hesitated to accept 
their full logical consequences. The development of liberal thought re- 
quires restatement of all these fundamental concepts. 

Georce W. Srocxine.—The industrialization of Germany was effected 
in the second half of the nineteenth century and was brought about through 
the borrowing of the mechanical technology worked out first in England 
about a half century earlier. This technology was borrowed for the most 
part free from the ideas and notions, the institutional equipment, which had 
developed in England under the impact of the industrial revolution. This 
industrial system was fitted into an institutional scheme of things quite differ- 
ent from that in which it had been worked out—into a mercantilistic or neo- 
mercantilistic system as contrasted with the English system of laissez faire. 
The result was state regulation and control, almost from the outset. The 
steps by which this control was brought about are best illustrated in the 
mining industries in which the state had for long participated as an active 
producer. When confronted by the competition of private business in the 
production and marketing of coal, salt, potash, and other mineral products, 
after the liberalization of the mining laws, the state resorted to the organi- 
zation of the so-called fiscus Cartel, which in reality represented little more 
than an extension of the older so-called Direktionsprinzip by means of which 
the mining industries of the German states had been brought under state 
control in the later feudal period. The governmental circumstances of the 
eartel’s origin (which writers on the German combination movement have 
generally ignored) contribute much to an understanding of the state's 
attitude toward the cartel movement. Sired as it was by the state, it is 
small wonder that the cartel was given a free atmosphere in which to de- 
velop. This fiscus Cartel became a pattern or type form on which the whole 
of German industry was organized before the war. 

Just as American writers on the cartel movement have generally over- 
looked the circumstances of its origin, they have likewise misinterpreted its 
economic significance. There is little evidence that in the pre-war period 
eartel control made possible the elimination of the wastes which are pre- 
sumed to characterize a competitive régime in a machine society. On the 
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contrary, price control and allocation of output among the members of the 
cartel served to bring additional capital into a given industry and to make 
for continuous overcapacity. Allocation of output among the members of 
the cartel, together with an excess of plant capacity in industry at large, 
tended to restrict the size of particular establishments and to retard mechani- 
zation and technological progress. Before the war, German industry was 
confronted with a surplus of plant capacity of an obsolescent and inefficient 
type. This fact seems clearly borne out by the post-war rationalization 
program which has been forced upon German industry by the losses Germany 
suffered from the war and the peace. The reorganization of her industries 
in an endeavor to retain or regain her economic position in a world in which 
the competitive struggle for markets has become increasingly severe, has 
necessitated the closing down of inefficient plants and the concentration of 
output on the more efficient. The increased scale of operation in the better 
plants has made possible a degree of mechanization not realizable under 
the cartel control as it had developed in pre-war days. In this movement 
towards rationalization, the state, through the socialization of the coal and 
potash industries, has taken the lead. It is interesting to note, however, 
that the cartel has served as a useful device for putting through the program. 
It has at least afforded a structure which has been utilized for purposes of 
social control. 

V. W. Biapen.—Mr. Keynes in his pamphlet The End of Laissez Faire 
(1926) regrets that the end is not yet. Professor Dicey, on the other hand, 
in 1898, described with obvious misgiving the collectivist trend in English 
law, evident by 1870, dominant by 1880. Evidence of this changing attitude 
to state interference and freedom of contract he found in the laws affecting 
elementary education, the Workmen’s Compensation Act of 1897, the Agri- 
cultural Holdings Acts, the Combination Act of 1875, the whole line of 
factory acts, the Conciliation Act of 1896, etc. When in 1914 he wrote the 
preface to the second edition of Law and Public Opinion in England his 
misgiving was intensified. Between 1906 and 1914, legislation had made 
the state responsible for the regulation of wages in certain industries, for 
the provision of old age pensions, for the operation of compulsory, state 
aided health insurance, and, in certain trades, unemployment insurance, for 
the feeding, medical inspection, and treatment of school children, and for 
the supply of working-class houses. Along with the extension of the social 
services provided by the state went the development of progressive taxation, 
the Finance Act of 1910-11 being the most important step in this direction. 
By 1914 there was a considerable transfer of income by legislation from the 
rich to the poor. 

Since the war successive governments have extended and elaborated the 
schemes of social reform initiated between 1906 and 1914. Wage regulation 
has been extended especially by the Trade Boards Act of 1918 and the 
Agricultural Wages Act of 1924. Pensions for widows were provided by 
the Act of 1928. Unemployment insurance was greatly extended by the 
Act of 1920. The education bill presented to the House this session extends 
the school-leaving age to fifteen, and provides for a maintenance allowance 
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to those parents who cannot afford the curtailment of family wages entailed. 


fou 
Finally, housing schemes have been subsidized with varying generosity, prit 
The magnitude of the departure from laissez faire is evident when one of ¢ 
looks at the Drage Return of Public Social Services presented to the House MM of } 
of Commons in 1927, and at the Colwyn Commission’s estimate of the burden for 


of taxation on incomes of various sizes. The obvious result of this policy 
has been the maintenance and even improvement of the physical health of, 
the people in spite of continuing unemployment. There remain those, how- 
ever, who fear the demoralizing effect of too lavish doles on the working 
class, and of too heavy taxation on investment and enterprise. These are 
possible indirect effects which we cannot yet assess. 

The breakdown of laissez faire is evident in other fields besides that of 
the social services dealt with so far. Most significant is the government pro- 
motion of “rationalization” of industry. The forcible grouping of the rail- 
ways in 1921, the co-ordination of the supply of electrical power under the 
Act of 1926, the Coal Marketing Act of 1929, and recent administrative 
intervention to encourage “‘rationalization” in Lancashire, are examples of this 
new activity. Meanwhile the Ministry of Agriculture is engaged in a pa- 
thetic effort to restore agriculture to a paying basis. And, industry and 
agriculture alike are looking for protection from foreign competition. It 


ov 
seems probable that the policy of free trade will soon be reversed. It should w 
be noted that the whole story is not written in the statutes. The history gl 


of the Poor Law, for instance, shows a gradual abandonment of the strict 
individualist principles of 1834, and a growing recognition of communal 
responsibility. This revolution in the treatment of poverty was effected 
without any new legislation. Also one should note the changes brought 
about by a more paternalistic interpretation of the common law. 

The influences which contributed to the decline of laissez faire are com- 
plicated; only some of the more obvious influences can here be indicated. 
First, the doctrine of laissez faire could not prevail against the facts once 
they were known. Thus the report of Sadler’s Committee on the Labour of 
Children converted the public to the necessity of a stricter factory act. 
Secondly, the character of the government has changed, the efficiency and 
honesty of public officials increased, and the franchise was extended. Whether 
certain things ought to be done by a government largely depends on the 
efficiency of administration; whether they will be done depends on the 
liberality of the franchise. Third, the character of the industrial system has 
changed; machine industry and corporate organization raise new problems. 
Competition and laissez faire decline together. Finally, changes in political 
and economic theory provided an intellectual justification of the development 
of state interference. New theories of the state made even the title of 
Spencer’s Man Versus the State sound ridiculous. Economists, influenced by 
the changing intellectual atmosphere and by the growing experience of social 
contro] paid more attention to the cases where private and social interests 
were divergent. 

Broapus Mitcue.t.—Alexander Hamilton, the realist, prompted by the 
needs of his own country, questioned physiocratic and free trade doctrines, and 
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founded the American School of Political Economy. He expressed the central 
principle that economic power proceeds from the association of all branches 
of economic activity. The War of 1812 gave fresh opportunity for assertion 
of nationalist doctrines; Mathew Carey became interpreter and propagandist 
for Hamilton’s views. Henry C. Carey bolstered the American System with 
formulated theory. Free trade writers there were, of course; but protection- 
ists spoke more in the name of the American people, if the course of legisla- 
tion may be trusted. Henry George was the perfect individualist, but his 
practical proposal was taken over by socialists. 

Manufactures have steadily gained upon agriculture. The foundations 
of industrial development were laid in the generation preceding the Civil 
War—internal improvements, inventions, general incorporation laws. The 
war energized the process; inflation propelled it further forward. Com- 
petition led to consolidation. Antitrust acts could not prevent a determined 
economic drift. The World War turned the country from laissez faire— 
price fixing, excess profits taxes, economic control by administrative boards. 
Since the Armistice, integration of industry has gone on at a rapid pace. In 
generation and transmission of power, large-scale production and centralized 
control under private auspices prove more efficient than individual municipal 
ownership. The new collectivism is one of capitalist initiative throwing the 
wastes of competition overboard. Chains of many sorts spring up and 
grow, to the exclusion of the small proprietor. 

Amendment of laissez faire in public opinion has been tardier than its 
denial in business practice or even in economic thought. Robert Owen made 
a collectivist flourish which lingered in the public memory, and his disciples 
forwarded such social experiments as labor organization and publicly- 
supported education. The steady tendency toward central banking and con- 
trol over note issue showed the public’s appreciation of the social nature 
of credit. And greenbackers and free silver advocates, on their side, were 
no less vigorous in denial of laissez faire principles. Most of the agencies 
which Congress set up to protect individualism—Interstate Commerce Com- 
mission, Federal Trade Commission, etc.—have lived to foster consolidation. 
The present depression is fertile in collectivist proposals, not the least of 
which comes from President Hoover, the rugged individualist. The country 
turns to subsidy, and there are signs that we begin to think of real preventives 
of recurrent social collapse. 

Wittiam Jarré.—Much confusion has arisen in the present discussion 
for want of any attempt to define the phenomenon considered and to classify 
its principal manifestations. Professor Usher’s paper gives us the impression 
that laissez faire from the outset referred to the absence of governmental 
interference with the free play of purchase and sale, sensu lato. If that 
be our definition, then we may follow Professor Broadus Mitchell in making 
pertinent distinctions; but in the interest of a more complete statement, it 
would seem better to differentiate between (1) laissez faire as an objective 
fact, (2) laissez faire as a policy to be advocated, and (8) laissez faire as 
a methodological assumption in deductive economics. It is, perhaps, not sur- 
prising that the last category should have escaped the attention of economic 
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historians, since economic theorists themselves have not always made it clear I 
whether they were talking about laissez faire because they liked the policy wage 
or because, whether they liked it or not, they were led by logical necessity to boar 
assume its existence in their reasoning. Evidences of a decline of laissez from 
faire as a methodological device are not wanting in more recent theoretical The 
treatises. This may not concern economic historians. It is of importance to pric 
economic historians, however, to distinguish between politically organized .@ they 
interference with business and a related but essentially different phenomenon cart 
—private monopoly. Free competition often exists only by virtue of the of 1 
fact that the state does not “let alone and get out of the way,” whereas way 
monopoly not infrequently comes into existence because of laissez faire. Only ’ 
in so far as trusts and cartels result from or invoke the aid of the state, is und 
it justifiable by definition, to see in them signs of the decline of laissez tels 
faire. by | 
Atvin H. Hansen.—Professor Usher called attention to the development ind 
of banking policy in England, and the relation of Ricardo thereto. He thinks cut 
that the attitude of the early economists toward state regulation of this we 
character is inconsistent with their general liberal philosophy. pri 
I am not so sure that this interpretation is correct. The fundamental basis rea 
of a laissez faire economy is a free market. But a free market presupposes 
contracts and the authority of the state to enforce these contracts. And em 
contracts cannot be entered into and enforced without definitely regulated I} 
measuring rods. There must be a legally established yardstick, pound, the 
gallon, ete. There must also be a legally established unit of value. And Ac 
an ideally free market presupposes that the unit of value must be stabilized eff 
just as are the units of measurement. It is surely not without significance Bi 
that Ricardo in his Principles of Political Economy always argued on the sup- 
position that the value of money had remained constant. ar 
The liberal economic philosophy has never opposed the stabilization of at 
the price level. What it opposes is the various institutional arrangements ta 
which attempt to regulate individual prices. The philosophy of social con- te 
trol, on the other hand, has always placed the emphasis on the latter. Cartels, 
trusts, trade associations, trade unions, and governmental schemes for main- 0 
taining the prices of special commodities are all illustrations of the decline of € 
laissez faire and the extension of social control. P 
So long as we have a laissez faire gold standard, our economic difficulties 0 
are intensified rather than minimized by the development of social control 8 
in other directions. Rigid wage-rates, inflexible railroad rates, controlled ] 
trust and cartel prices make a pronounced fall in the general commodity 


price level, a far more serious matter now than in the old days of all around 
laissez faire. The tension and strain placed upon the internal price structure, 
in consequence of a general fall in prices, is increased in the measure that 
institutional arrangements and governmental regulations prevent or render 
difficult the readjustments without which a new equilibrium in the entire 
price system cannot be reached. Social control tends to put society in 4 
straight-jacket, and this is very painful in a dynamic world, particularly 
one subject to violent price fluctuations. 
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In England commodity prices have fallen forty points since 1925, yet 
wage-rates, bolstered up by trade unions, unemployment insurance, and trade 
boards, have not declined. In Germany cartel controlled prices actually rose 
from 1928 to 1930 while the general price level was drastically falling. 
The unprotected industries thereby suffered, first, because the high cartel 
prices in the great basic industries raised their costs, and second, because 
they had to take still lower prices for their own products since the high 
cartel prices absorbed a disproportionate share of the limited money income 
of the community. The uncontrolled industries were oversqueezed both 
ways. 

This suggests that the proper remedy might be to bring all industries 
under organized control. Business consolidations, pools, amalgamations, car- 
tels, organized restriction of output—these are indeed the remedies proposed 
by the farming and business community throughout the world. Yet if every 
industry succeeded in achieving the goal sought for, we should simply be 
cutting off each other’s noses. With sufficient social control of this character 
we should indeed be able to stop the depressional effect of a fall in the 
price level. But this stability would be purchased at the cost of a lower 
real income all around. 

Periods of downward price trend with accompanying depression and un- 
employment encourage an expansion of social control. But for the reasons 
I have indicated such social control frequently has the effect of intensifying 
the maladjustments. The Copper Exporters, Incorporated, the Stevenson 
Act, the Canadian Wheat Pools, the Federal Farm Board, and the similar 
efforts in Australia and Hungary, the sugar control by Cuba, and coffee by. 
Brazil illustrate the difficulties. 

Here is a fundamental point of difference between the liberal philosophy 
and the philosophy of social control. It is a question of starting the job 
at the right point and we are not starting at the right place when we seek 
to maintain individual prices before the general price level has been subjected 
to control. 

The problem of laissez faire versus social control is finally a problem 
of what kind of society is wanted. The free market of the laissez faire 
economy of the nineteenth and early twentieth centuries made bewildering 
progress; this no one will dispute. It is already evident from present 
observable trends that the regulated market of the controlled economy if it 
achieves its purpose will be, in comparison, relatively static. It will offer 
less progress but more security. And this is what the present generation 
wants. It is in this direction that all the social and political forces are 
striving with might and main. But the dynamic economic forces are not dead 
and will not easily or quickly be overpowered. There is a pronounced lag, 
perhaps increasing, of social contro] behind technical advance. Stability 
and security are not easy to achieve. The demon of change, uncertainty, 
progress is (perhaps fortunately) not easy to tame. It is by no means certain 
that we shall in the visible future be able to reach the stability sought by 
social control. 

Carter Goopricu.—From this discussion, “The Decline of Laissez 
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Faire” emerges as an almost world-wide phenomenon. This tempts me t, 
raise a question in terms of the anthropological controversy between th 
diffusionists and their opponents. In which of two ways has this widespread 
reaction come about? Largely by the diffusion of ideas, or largely by a 
sort of spontaneous generation in each country? Is the process the spread 
of a fashion in opinion? Do we, for example, turn against laissez faire 
because we read British criticisms of it? Or is it rather a series of like 
responses to the like stimuli of industrialism the world over, that would have 
occurred even without any exchange of social doctrines? And where impor. 
tant differences do remain, are they the results of exposure to different 
streams of thought or of differences in the underlying economic conditions? 

Why, for example, has Australia abandoned laissez faire more completely 
than the United States? Diffusionists might point to the dates of significant 
origins—to Benjamin Franklin and the “spirit of ’76” in the one case 
and in the other to the rush of settlers when the “gospels of ’48” had made 
men “sick of the babblement of those who swear by Adam Smith.” Their 
opponents might urge the importance of such indigenous factors as the con- 
trast between America’s smal] farming frontier and the drier land of Aus- 
tralia which threw the small man back into wage-earning instead, and they 
might also point to the case of New Zealand. In source of ideas, in early 
economic conditions, and in early social legislation, New Zealand was much 
like Australia; but its partial return to laissez faire, since it became a 
nation of independent dairy farmers, strongly suggests the influence of 
economic geography. 
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THE SMALL LOAN BUSINESS 


W. Frank Persons, Chairman 


Lovis N. Rosinson.—The personal finance or small loan business is 
legally differentiated by the size of the loan from other businesses providing 
credit facilities. Its legal setting today is the Uniform Small Loan Law 
(or similar legislation), which regulates the business of lending sums under 
$300 at rates in excess of the legal contract rate. This law requires money 
lenders to be licensed and to post a bond of $1,000, and provides for super- 
vision, inspection, and audit by the state banking department. Maximum 
interest is fixed at 8.5 per cent monthly on unpaid balances and is not to be 
compounded; no other charges for fees, etc., are legal, except filing fees if 
necessarily and actually paid out, and any violation renders the entire loan 
void and a misdemeanor. As protection to the borrower, the lender is re- 
quired to give a statement of the loan, its amount, maturity, security, rate 
of interest, etc., and a receipt for all payments; the lender must permit the 
borrower to pay the whole or a part of the loan at any time with interest only 
for the time used, and upon repayment all pledges and papers must be re- 
stored. “Salary buying” is regulated in the same manner. Further provisions 
concern annual license fees, revocation of licenses, punishment for mislead- 
ing advertising, inspection of records of non-licensees, etc., and aim to pre- 
vent various evasions. Wage assignments or chattel mortages are valid only 
if in writing and signed by borrower and wife, while collection cannot be 
made on more than 10 per cent of wages and wage assignments are valid 
security to this extent only. 

Twenty-one states (Maine, Illinois, Indiana, Connecticut, Georgia, Iowa, 
Arizona, Maryland, Virginia, Oregon, Utah, Rhode Island, Massachusetts, 
Michigan, Pennsylvania, Florida, Tennessee, Ohio, Wisconsin, Louisiana, and 
New Hampshire) have enacted this law with minor variations, and at least 
five others (Colorado, Missouri, New Jersey, New York, and West Virginia) 
have laws based on similar principles of supervision, regulation, etc., while 
the supreme courts of five states (Ohio, Illinois, Pennsylvania, Georgia, 
Louisiana, and Colorado) have upheld the constitutionality of the law. 

The small loan business aggregates about half a billion dollars a year, 
and employed capital probably totals three hundred million dollars, includ- 
ing units with twenty thousand dollars invested and chain organizations 
representing forty or fifty millions. 

The rate allowed by law governs the kind and the size of loan (i.e., under 
$300), because of the relatively higher cost of making the smaller loans. 
So if the return allowed on smaller loans is not sufficient to cover the cost, 
the natural tendency is to cut them off. Since the rate structure in the regu- 
lating law thus affects most sharply the size and kind of loans, a state 
should decide what size loans are to come within the scope of its laws and 
then by cost analysis relate the rate structure to them. The rate allowed 
determines of course the degree of risk that can be accepted in a loan. 

The degree of risk in the small loan business is shown not by the per- 
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centage of loss, which is low, but by the high cost of conducting the bugi- 
ness. Losses can be kept down by patient inquiry into the credit standing 
of applicants and by eternal vigilance in collections, but these necessary 
operations are costly. The chattel security usually given in small loans 
would rarely cover a loss, and repossession cases are few. Small loans are 
usually made to husband and wife, who together constitute a little business 
enterprise requiring careful evaluation before a loan can be made. Where, 
does the man work and how long has he held his job? What does he earn, 
what are his expenses, and what can he spare to pay on the loan? Is the 
family partnership well managed, efficient, and harmonious? Stability of 
the family unit is necessary to the lender, and this fact is the best answer 
to the charge that loans to this class of borrowers demoralize family life. 

If the rate of 3.5 per cent a month on very small loans is increased, loans 
will be made which cannot now be made. If it is lowered, the loan service 
will be restricted and may reach a point where the business will not pay. 
This was exactly the situation which the Russell Sage Foundation sought 
to remedy by means of the Uniform Small Loan Law. The 8.5 per cent rate 
has brought the present business into existence, and desired changes in its 
outline or scope can be efiected by changing the rate. Some experiments 
in rate structure have recently been tried in New Jersey, West Virginia, 
and Missouri. Competition working under a given rate schedule will pro- 
duce a given type of business. From a social standpoint, attention should 
be fixed more on the desired type or outline of business than on the rate. 
The rate is a means to an end, not an end in itself, and must always be 
viewed in the light of its purpose, which is to provide reasonable credit 
facilities for a certain group in need. 

Crype Our Fisner.—Morris Plan banks are subject to criticism by 
reason of the veil of obscurity with which they surround the rate of in- 
terest charged for loans. A recent book on these banks speaks of the “$8.00 
a year which the borrower pays.’’ In fact the $8.00 is deducted in ad- 
vance from a $100 loan and the borrower agrees to repay $2.00 weekly for 
a period of fifty successive weeks. Mathematically this means 17.8 per 
cent nominal interest and 18.77 per cent effective interest on the loan. 
Even though such a rate may be justified for loans endorsed by two respon- 
sible men—this is open to question—there is no defense for the attempt to 
conceal the actual rate. This should be admitted frankly and then an ef- 
fort should be made to appraise the practice. There is every indication 
that these banks have opened up a fertile field for exploitation by private 
capital. 

The justification for this rate of interest is usually based upon the heavy 
overhead expense incident to making small loans and to the trouble involved 
in securing prompt repayment of principal. This may be granted in part. 
What is overlooked is that this is the wrong approach to the problem. In 


fact, the interest rate permitted determines the least common denominator 
to whom banks may lend with safety. If only the rate be sufficiently high 
the bank can afford to accept loans with a large hazard, the gains offsetting 
losses on bad debts. In short, this means a policy liberal as to the type of 
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clientéle accepted, but with the result that the more deserving borrowers 
have their rates loaded to pay losses incurred elsewhere. 

Small loan companies are equally guilty with Morris banks in concealing 
the true rate of interest charged. The law usually permits 3.5 per cent 
monthly. This is an effective rate of 51 per cent, not the 42 per cent usually 
mentioned. Mathematically the payment of interest monthly is the com- 
pounding of the payments at the end of each month. Only confusion re- 
sults from any attempt to obscure the true effective rate. 

Operators in the small loan field, as do Morris banks, defend the high 
rates of interest by citing heavy overhead expenses and follow-up work in 
making collections, as well as losses from bad debts. But it has been 
shown rather conclusively that bad debts in both cases are negligible. It is 
claimed that a 8.5 per cent monthly rate is needed to induce capital to en- 
ter the field and drive out loan sharks who charge even higher rates. The 
proponents of the system apparently overlook the fact that the rate of in- 
terest determines what customers will be accepted; i.e., the marginal bor- 
rowers. The higher the rate the more reckless the lender may be in grant- 
ing loans. It is not possible to ascertain what rate of interest will result 
in a fair return on capital. Rather, the first step is the selection of the 
type of borrower to be accommodated. This determines the rate required 
rather than vice versa. In the answer to this problem of what customer 
to select the operator has no greater wisdom than does the layman. It is 


rate. a matter of the philosophy of credit in general and of sound social policy. 
ys be Aside from what has been said, granting that people now having access 
-redit to small loan companies should continue to be able to borrow, it does not 

follow that present rates are necessary to the fulfillment of that purpose. 
= by It is not true, as is so often assumed, that competition in this field will bring 
f in- the rates down. Rather, the existence of a large number of companies means 
$8.00 a smaller volume of business for each and hence a heavier loading of the 
n ad- interest rate to cover overhead. When companies have a loan balance of 
y for only a few thousand dollars, as many now have, it follows necessarily that 
3 per a high rate is required to pay overhead costs. Also, we know that the chain 
loan. companies, where the studies have been made, show much higher profits 
spon- than locally owned marginal companies. There is no social justification 
pt to for holding, as do many, that the rate should be high enough to enable the 
= ef- local company, even though less efficient than the chain, to earn’a return 
ation that will attract capital into the field. Better let this capital seek other 
rivate channels. This is an extreme form of the “home market” argument found 

in some other fields. If it be granted that these companies are legitimate 
heavy only as agencies to promote the general welfare and to make loans to neces- 
olved sitous borrowers who cannot secure credit elsewhere—and this, I hold, 
part. should be admitted—the state owes it to the borrowers to insist upon condi- 
| In tions that will make the rates as low as is consistent with a meeting of the 
nater purpose for which licenses are granted the companies. It follows logically 
high that the state has a duty to prevent duplication which causes a higher 
etting charge. These companies should be recognized frankly as public utilities 


pe of and the business should be safeguarded from the free entrance into the field 
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of any one who has a few dollars and sees here a chance for a profitable in. 


vestment—profitable to him but injurious to the borrowers who for that the 
reason are charged higher rates. of 
Sound public policy further requires that interest rates be graduated Hi ths 
with the size of the loan. The cost of making a $50 loan is approximately bat 
as high as that for a $300 loan. Hence, there is a temptation for the lender Hi p2 
to induce borrowers to take loans larger than needed or desirable. Here Hm Je: 
there is opportunity for conflict between general welfare and private gain Him !02 
The state, then, has a responsibility to graduate the rate allowed so as to im bu: 
remove this temptation to overlend necessitous, frequently unwise, borrowers. gel 
The investigations made so far indicate that more than half these loans are no 
made to repeaters. This is one of the most serious indictments against the 
operation of companies dedicated to the promotion of general welfare ani ii ™ 


the assistance of necessitous borrowers. Any such loan, made at an effec- 
tive interest rate of 51 per cent, means a serious impairment of purchasing 
power to those least able to suffer such a reduction. Here is an opportunity 
for improvement on the part of the lenders. 

Frankiin W. Ryan.—One of the notable examples of confused thought 


regarding personal finance and chattel loans is the erroneous belief that all 


kinds of personal loans are to be compared strictly on the basis of the cs 
money costs involved. The charges for personal finance service have been N 
denounced on many occasions, by contrasting what is called the “high” he 
charge of 42 per cent a year for a chattel loan with the “reasonable” charges 

of 9.5 to 17.8 per cent a year by personal loan departments of banks and al 
credit unions, and the computed annual cost of 17.3 per cent a year by tc 


the industrial banks. 

But money costs are not all the costs of personal loans. If we are to 
make an analysis of costs, there are other kinds of costs which should at 
least be taken into consideration; namely, opportunity costs and sacrifice 
costs. 

There are some writers who believe that where interest is paid monthly, 
the borrower loses an opportunity to invest the monthly interest payments 
at a profit, so that a considerable amount might have been realized by the 


tion, or as a nuisance to the individual borrower or to several borrowers 
jointly liable for the payment of the loan. 


borrower by the end of a year. But if we are going to consider opportunity . 
costs, we should also consider sacrifice costs, which are more real than op- F 
portunity costs. . 
A sacrifice cost may be defined as a cost which is a real cost, but which . 
is not paid as money. It may be incurred either as loss, annoyance, humilia- 
One of the best examples of a sacrifice cost may be shown in connection 
with a pawnbroker’s loan. If a young lady pawns her $500 fur coat and gets 
a loan of $100 on it at 8 per cent a month, the money cost of the loan is 
not the only real cost. She also must sacrifice the possession of the coat for | 
the full period of the loan. Undoubtedly, this sacrifice cost to her could be | 
measured in money; but, of course, it would be difficult to find two people 


who would agree on the value to be placed upon it. 
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During October and November, 1930, questionnaires were prepared for 
the purpose of making an approximation, if possible, of the sacrifice costs 
of co-maker loans. It had been said over and over again in New Jersey 
that the co-maker loan companies and the personal loan departments of 
hanks would be able to take care of the business done by the chattel loan com- 
panies at half the cost. Yet, when the statutory maximum of the New 
Jersey small loan law was reduced to 1.5 per cent a month, the co-maker 
loan companies, although deluged with applications, did not take care of the 
business. An overwhelming majority of the applicants either could not 
get high grade co-makers, or else did not want to have co-makers on their 
notes. 

When directed to go to the personal loan department of a bank or to a co- 
maker loan company, many of these applicants for loans declared that they 
were willing to pay three or four times the mere money costs of co-signer loans 
to be able to get straight chattel loans, as was possible under tlie old statute 
of 1914. 

Most of these borrowers have no choice in the matter. Three out of every 
five applicant-borrowers, cannot get any endorsers at all. 

There are sacrifice costs in connection with co-signer loans which in some 
cases make them more costly than chattel loans. This is what hundreds of 
New Jersey applicants for loans during 1980 meant when they said, “We 
had rather pay three times the cost of a co-signer loan to get a chattel loan.” 

We interviewed one hundred people living in Jersey City and in New York, 
and asked each person to make an estimate of what he would be willing 
to pay over and above the basic money cost of $24 of a $300 co-maker loan, to 
avoid the attendant sacrifice costs caused by having endorsers. Some people 
said they would be willing to pay $5.00 to be able to get a $300 chattel loan 
and thus avoid having co-signers; others said they were willing to pay as 
high as $50. The average of the one hundred replies was $27.52. If this 
$27.52 be added to the $24 discount on a co-maker loan, normally paid 
off in twelve months, the total of both money costs and sacrifice costs thus 
becomes $51.52, or at the rate of 37.14 per cent a year. 

On the other hand, the co-signers should also be considered. The bank 
will not grant the loan unless the borrower can get two financially responsible 
persons to sign the note. It would be very difficult to get any credit insur- 
ance company to insure a $300 retail debt of this kind for less than 10 per 
cent, or $30. Certainly this credit insurance has considerable value to the 
bank or it would not be required. We found from a questionnaire study of 
two hundred persons in New Jersey, Massachusetts, and Iowa, that these 
persons were willing to give from $5.00 to $75 in cash rather than become 
co-signers on a note of $300. The average was $17. 

If the bank sends the applicant borrower around to ask his friends for en- 
dorsements which are admittedly worth from $5.00 to $75 for insuring the 
payment of the loan, why not have the borrower go around asking the same 
friends for money gifts instead? It would be better all around. Then let 
the borrower get his loan without any co-signers or endorsers and pay the 
money contributed by his friends as additional interest. It would be substan- 
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tially the same thing and would not cover up this extra charge which al] 
lenders on co-signer loans get; namely, the equivalent of the money cost of 
credit insurance on a $300 loan, which, whether it is paid in extra interes; 
or merely by persuading a friend to endorse the note, is worth on the aver. 
age from $15 to $30 on such a loan. 

But we have not used the insurance value of co-signers’ endorsements 
in our present calculations. We do not need to. We have already found 
that the sacrifice costs to the borrower alone prove our point. 

I am strongly of the opinion that no true solution of the personal credit 
problem can be found by concentrating only on chattel loans, which aggre. 


gate only about $300,000,000, when the total amount of current family debts 
in the United States aggregates more than $10,000,000,000. All kinds of 
household credit are inseparably bound up together. It is only by consider- 
ing the entire retail credit system as a whole and by studying each indi- 
vidual component part in its working relation to the other parts and to the 
rest of the system, that we can arrive at a sound, scientific understanding 
which will enable us to eliminate the evils in the situation. 


R. W. Pirman.—Professor Fisher brings out the fact that theoretically 
the “$8.00 charged for a $100 loan” by Morris Plan amounts to an interest 
cost on unpaid balances of 17.3 per cent. He states that our advertising 


is misleading and that we should tell the public that we charge 17.3 per 
cent rather than we charge $8.00 for a $100 loan. If he had stated that our 
advertising was to the effect that a Morris Plan loan costs 8 per cent interest 
per annum, then his point would be well taken. If he will inspect the 
bulk of Morris Plan advertising, however, he will find that this statement 
is never made and the only reason that we tell the public that a $100 loan 
costs $8.00 is that this statement is plainer to the average borrower than 


would the statement be that our charge mathematically figures 17.8 per cent. 

He would also find that with our statement as to the cost of the loan 
appears a statement that the loan is repayable in weekly, semi-monthly, or 
monthly installments over a period of one year. He will also find that fre- 


quently Morris Plan banks publish charts showing the face amount of the 
loan, the amount deducted, the amount to the borrower and the weekly, semi- 
monthly or monthly payments. We believe we are safe in asserting in this 
connection that our advertising does not intend to deceive and that it does not 


deceive. 
Moreover, if Professor Fisher had carefully analyzed the earnings of 


Morris Plan banks and companies and had compared them carefully with 
the earnings of commercial banks, I am sure that his thought that Morris 
Plan profits are out of line in ratio to the service rendered would have 
been more properly tempered. I submit that in discussing this small loan 
problem, especially concerning the matter of rates, there are three ways of 
approaching the rat« 1) The actual mathematical cost of the money which 
we agree is approximately 17.3 per cent; (2) What the borrower pays which, 


I submit, is $8.00 for a $100 loan repayable in equal installments over 4 
period of one year; (3) What it actually costs the borrower or the $8.00 
charge plus what he could make on the money if he deposited it in the same 
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installments required by the Morris Plan bank in a savings account at a com- 
mercial bank in order that he might have the funds available in order to dis- 
charge the note at maturity. Were he to deposit $2.00 a week for fifty weeks 
in a savings account paying 3 per cent he would have earned at the end of 
the ycar approximately $1.12. This added to the original amount paid for 
the loan, or $9.12, is what the loan actually costs the borrower. 

Professor Fisher makes the point that it is impossible to answer the 
legitimacy of the rate charge without going into the problem of the exten- 
sion of credit. He makes the point that a large rate permits certain hazards 
and that a smaller rate merely confines the granting of credit to a smaller 
group and states that “it is entirely possible that one company charging 10 
per cent can earn as much as another company with a 17 per cent rate 
which is less careful in the selection of its customers.” Since Morris Plan 
losses over a period of twenty years in all localities and through all sorts 
of business depressions have been less than 0.2 per cent, we submit the propo- 
sition that no greater care could possibly be exercised in the extension of 
credit without in so doing refusing a lot of good business and declining to 
extend aid to many worthy applicants. The money cost to an institution bor- 
rowing at 6 per cent and maintaining a 20 per cent sustaining balance is 
7.2 per cent. The average operating cost for a conservatively managed 
industrial banking institution is 8.75 per cent. Adding 7.2 per cent, which 
is the money cost, to the operating cost of 3.75 per cent we get a total of 
10.95 per cent, which explodes the theory that a bank charging 10 per cent 
could make any money whatsoever regardless of its credit policy for the 
simple reason that it would actually lose $0.95 on each $100 loaned. 

We contend that this matter of credit extension is not one which is af- 
fected in any manner whatsoever by rate. It is, and should be, the object 
of every industrial bank or small loan company to lend to as many people 
as possible where the purpose is constructive and the credit risk is a bankable 
one. If the purpose is not constructive and the credit risk is not a bank- 
able one, then I submit the proposition that 17 per cent or 42 per cent or 
50 per cent is not a sufficient return. 

Further in his paper, Professor Fisher discusses the “social desirability” 
of lending to certain classes. Actual experience in this business has proven 
that the good borrower or the bad borrower does not come from “certain 
classes.” Morris Plan banks loan money to people in all walks of life, 
from the common laborer to the banker and to people in all professions, 
and they have found the bad credit risk just as frequently among the so- 
called higher class as they have among the so-called lower classes. They have 
found that the social position of the borrower has no bearing whatsoever 
on his credit ability, that the losses are not necessarily with the small income 
classes, and that each individual is a problem in himself. They have found 
that the rate which they charge is the one which is necessary on loans 
secured, as the bulk of Morris Plan loans are secured, by two co-makers. 

The Russell Sage Foundation has found that 3 per cent a month is a 
necessary rate for loans secured by the borrower’s signature and no co-makers’ 
but a chattel mortgage on his furniture. The difference in security may 
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justify the higher rate. A higher cost for operating capital may justify 
the higher rate. We do not believe, however, that the Russell Sage Founda. 
tion or those men who are ethically operating small loan businesses are aski 
this higher rate in order that they may be permitted to gamble with the eccen- 
tricities of the bad credit risk. 

Following Professor Fisher’s discussion further, we agree that the char. 
acter of this business is such as to require a minimum volume to assur 
profit. Experience has proven that the small loan business is so saturated 
with complication and detail that after a certain volume is reached additional 
volume can only be handled constructively by the building up of an organiza- 
tion which is increasingly expensive in proportion to the volume handled, 
To explain this further, the operating cost per dollar loaned in the New 
York Morris Plan Company with an annual volume of forty millions is 
considerably larger than the operating cost of the St. Joseph Morris Plan 
Company with a volume of a million and a half. This seems to bear out ow 
contention that volume in the small loan business answers the question of 
overhead costs only to a certain figure. The question of overhead costs 
can be more intelligently and effectively answered by intelligent management 
and cost of operating capital than by any of the elements mentioned by 
Professor Fisher. 

We question whether, as Professor Fisher states, commercial banks have 
established that they can make these loans profitably at 6 per cent discount. 
Participation of commercial banks in this business is still an experiment. 
This is evidenced by the fact that in a number of instances they have in- 
creased their rates by adding a small service fee and in one community a 
large commercial bank purchased a local Morris Plan company in order that 


it might turn over to it its personal loan department. it 
Professor Fisher asserts that the solution of this problem is beyond the t] 
wisdom of the men engaged in the business. Morris Plan banks have in 
twenty years succeeded, by a great deal of study and careful operation, in 0 
returning a fair rate to their stockholders. In operating their businesses they a 
have attempted to serve the interests of the small borrower, not for a chari- 
table or philanthropic reason, but for the reason that they have realized that 0 
they must serve in order to profit. Industrial banking has earned its posi- I 
tion in the economic structure of our country and the solution of the problem l 
is to provide more of it under strict and rigid supervision of the state through I 
the enactment of laws which will enable them to operate with a reasonable t 
profit to their stockholders. é 
E. Greiper.—Whether 3.5 per cent paid at the end of each month amounts 
to 42 per cent or 51 per cent a year (assuming, apparently, that no payments 
are made on principal) seems to me unimportant. 


As Professor Fisher has pointed out, we have no information on which 
to base an intelligent conclusion as to rates, unless we have located and de- 
fined the economic group for whom this type of consumer credit is appro- 
priate. The expense of administering loans to the group is then first deter- 
minable, and will set the minimum feasible rate if we expect funds to be 
forthcoming for that purpose. Whether we allow 2 per cent or 200 per cent, 
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M. R. Netretp.—In discussing the small loan problem, I cannot clain 


tha 

the 

do 

ca 
hig 

goi 

th 

pa 
sm 

the 

se 
in\ 

ca 

ty 

sh 

th 
Ei 

el 

m 

m 


s have 
count. 
iment, 
ve in- 
nity a 
r that 


nd the 
ave in 
on, in 
they 
chari- 
d that 

posi- 
oblem 
rough 
ynable 


1ounts 
ments 


which 
id de- 
ppro- 
deter- 
to be 


cent, 


clain 


The Small Loan Business 19 


that group which can be served only at greater expense will fail to command 
the service. In identifying this group, we must therefore decide how far 
down the scale we should go to include those to whom such consumer credit 
can justify itself economically and exclude those for whom its cost (at even 
higher rates) would be unwarranted. 

This can be determined only by experiment, and the experiment is actively 
going on. Evans Clark estimates a present investment of $1,500,000,000 in 
the small loan industry, most of the business having been developed in the 
past fifteen years, at rates varying from 6 per cent to 18 per cent for the 
small part handled by the credit unions to 30 per cent to 42 per cent for 
the personal finance companies. This evidences a distinct demand for the 
service even at the maximum rates stated. Clark also estimates that a further 
investment of $900,000,000 is required to meet the needs of the group which 
can be served at these rates. If we experiment further with these varied 
types of small loan agencies, we may expect a competitive adjustment to 
shape differing rate levels below the legal maximum for the various groups 
that can be served by these different methods, at such widely varying costs. 
Each type of service has been bought and will be bought only so far as an 
effective demand exists for it. Whether the supplying of that demand will 
minister to welfare or not is another question altogether. 

As soon as we are Satisfied that the commodity (small loan credit) is 
economically detrimental to some classes which are included at existing rates 
we shall wish to see the maximum rate reduced; should we discover that it 
is economically serviceable for still lower strata, we would wish to see the 
maximum rate increased so as to bring them in. 

For the present, this industry must be regarded as in an early stage of 
its development. Let the experiment go on, and let us study the experiment 
that we may the more intelligently interpret it. 

Professor Fisher’s suggestion of a minimum capital limitation to insure 
operating units large enough to avoid excessive overhead seems definitely good 
and helpful. 

Grorrrey May.—Two questions raised in preceding papers show a lack 
of complete understanding of the differences between the various types of 
lenders. Banks, credit unions, and building and loan societies are low-rate 
lenders because they make loans of money deposited with them. Personal fi- 
nance companies charge higher rates because they can make loans only out of 
their invested capital. The one exception is the remedial loan societies which 
are semi-philanthropic institutions. The difference between low rates and 
high rates is, in part, therefore a difference between a broker’s profit and a 
tradesman’s profit. 

The last inquiry suggests that experiments should be made as to the proper 
rate of interest charge. Such experiments have been made constantly since 
1884. In their laws regulating small loans the various states have tried 
different rates. These trial rates formed a partial basis for the rate suggested 
in the Uniform Small Loan Act. Within the next year the Russell Sage 
Foundation will publish a volume treating the history of these various legal 
experiments. 
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M. R. Neireip.—In discussing the small loan problem, I cannot clain 
the scientific objectivity that Professor Fisher mentions as so desirable. Fo, 
the last five years, | have had charge, among other things, of the statistic, 
and research for the Beneficial Industrial Loan Corporation, which today has 
over three hundred offices in more than twenty states and is doing an annual 
business of more than sixty million dollars in loans averaging about one 
hundred fifty dollars 

My first point concerns the 51 per cent, which it is alleged the borrower 
pays because the interest is paid monthly. This 51 per cent is a formal 
algebraic result that has as much meaning as the schoolboy proof that two 
equals one. Whatever the formal result may be, the individual borrower as 
such pays only 3.5 per cent per month or at the rate of 42 per cent per year, 


In considering the rate charged by the Morris Plan type of companies, 
it is well to know that it takes the average company from four to six years 
before it can grow to the point of returning 10 per cent on invested capital, 


The rate charged by the Morris Plan type of companies is insufficient to 
make any money at all on the pure investment if only the invested capital 
is used. The possibility of profit arises only when a financial pyramid is 
built up through the sale of thrift certificates. 

Mention was made of the National City Bank, which has made twenty-two 
million dollars of loans in one year in its personal loan department. It should 
also be added that National City Bank at the same time stated that no profit 
was made on these loans and it did not expect to make any profit until it 
had secured sufficient volume. 

Criticism is directed at the business because a certain proportion of the 
loans are made to repeat customers, as if the making of repetitive loans was 
the fault of the business. Dr. Ryan’s article on “Family. Finance in the 
United States” which appeared in the Journal of Business of the University 
of Chicago last October gives a very fine picture of current family financing 
in the United States. Dr. Ryan estimates that 97 per cent of the borrowers 
are in debt before they come to the loan companies and that they only resort 
to these agencies after they have exhausted all their other resources for credit. 
Another article that covers a complementary side of the picture appeared 
under the heading “Personal Finance and the Marginal Borrower” in the 
Personal Finance News of December, 1930. Reference to these articles will 
indicate that there is a good deal more to the problem of the repeat borrower 
than the naive assumption that the loan companies are responsible. 

Professor Fisher quoted from the Pace, Gore, and McLaren report that 
the rate of earnings of the small loan companies in New Jersey was 18.07 
per cent. This statement, as it appears in the report, reads as follows: “The 
rate of earnings of the offices as shown by the analysis heretofore given of 
the sworn report of those offices to the Commissioner of Banking and In- 
surance was 18.07 per cent.” Immediately above this statement on the 
same page, there appears in a table, a statement that the percentage of net 
income to average amount of tangible capital employed is 15.8 per cent. The 
report goes on to say, “This percentage (18.07) is in contrast to the per- 
centage of 13.8 stated above. The reasons for this difference were stated 
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on page 9.” Turning to page 9, we find the second of two reasons: “The 
chain licensees were not charged by their home offices and therefore do not 
report all the general expenses including federal income taxes that were 
properly chargeable to them.” Furthermore, on page 4, the report says, “In 
addition, the reports were not designed by the Commissioner nor prepared 
by the licensees to furnish information as to earnings as such.” They were 
designed merely for state supervisory purposes and they cannot be used 
to determine earnings except by some such adjustment as the firm of ac- 
countants indicated in their remarks. 

Eart E. Daviwson.—As Supervisor of Loan Agencies for the Common- 
wealth of Massachusetts and as an individual in no way connected with the 
operation of any loan office, I wish to emphasize several facts. 

In Massachusetts full information is obtained in regard to each loan which, 
so far as I know, is not obtained by any other state. A system of weekly 
reports is required. These reports show all loans made by the licensed 
lenders containing the consecutive numbers of the loans, the dates on which 
the loans are made, the names and addresses of the borrowers, the amount 
of money given to the borrower, the terms of repayment, the rate of interest, 
information as to whether the security is recorded or not, and the nature of 
the security. Similar reports are also required of the licensed lenders showing 
the details of all loans discharged. These include the number of the loans, 
date made, date discharged, name of borrower, total amount received by the 
lender, rate of charge, and any portion of the total amount received by the 
lender for any other purpose than repayment of principal and interest. 

All licensed lenders are required to print upon the borrower’s receipt book 
the following statement: ‘For information or complaints apply to Supervisor 
of Loan Agencies, State House, Boston, Massachusetts.” The doors of the 
supervisor's office are always open to the general public for the purpose of 
giving information or listening to complaints of borrowers. 

The policy has also been established to encourage desirable capital by 
requiring that, if the applicant is a corporation, it shall be a Massachusetts 
corporation with some Massachusetts directors and Massachusetts capital 
engaged in the business. The supervisor may license suitable and competent 
individuals, partnerships, and corporations to engage in the business, but 
the standard is a matter entirely within the jurisdiction of the supervisor. 

The operations of lenders which come under my supervision in Massachu- 
setts may be defined roughly into the following classes: independent licensees, 
chain offices, Morris Plan companies, companies specially chartered by the 
legislature, and remedial loan companies. I shall disregard all but the 
independent and chain offices as well as Morris Plan companies, as these 
three groups comprise the bulk of the licensed business in Massachusetts. 

Eighty-two independent licensed loan offices made 37,283 loans of $300 
and under with an employed capital of $4,354,265.44 at an average annual 
expense per account of $19.10 with a net profit of 8.48 per cent. There was 
legal action taken to enforce payment in 199 cases. 

For the same period 71 chain licensees made 70,014 loans, employing a 
capital of $11,303,127.00 at an average annual expense per account of 
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$25.95, at a net profit of 13.5 per cent. There was legal action in 287 cases, 

Twenty-two Morris Plan companies made 46,325 loans employing a capital 
of $8,245,403.74 at an annual average cost per account of $14.58 at a net 
loss of 1.1 per cent. There were 733 cases where legal action was necessary, 
Ten of these Morris Plan companies operated at a small net profit, but the 
losses of the other 10 were heavy enough to show the net loss of 1.1 per cent, 
considerably to the surprise of many Morris Plan operators who had not 
realized to just what percentage of loss the licensed small loans business o} 
these offices had been conducted. 

Dwicut L. HoopincarNner.—There are several factors which, it seems 
to me, require further emphasis from the standpoint of impartial analysis 
of the small loan business. 

The first of these factors has to do with the constructive economic purposes 
for which the substantial majority of these loans are made. Last summer, 
as an official of the American Construction Council, which is an impartial body 
representing all elements affecting the construction industry nationally, in- 
cluding the public, I made a study of this subject. This study, based on 
existing data secured from various sources such as Dr. Willford I. King’s 
original study of approximately 25,000 small loans in the state of New Jersey, 
a survey made by the State Banking Commissioner in Wisconsin in 1928, 
an analysis of small loans in Virginia, and other studies, brought out the 
rather amazing fact that approximately one-third of all these loans have 
to do directly and immediately with the financing and the structure and 
equipment of the home and its maintenance and servicing; that is, for such 
current expenses as payments on home and home site, taxes, rent, repairs on 
home, coal, house furnishings, moving expenses, and household miscellaneous. 
In Wisconsin, the figures of the State Banking Commissioner showed that 
approximately one-fifteenth of all loans in that state for 1928 went for 
taxes alone. 

The second factor has to do with a question just raised in this discussion; 
namely, the suggestion that this business might be placed in the status of a 
public utility. I wish to present two obvious considerations which would 
seem to refute conclusively both the theory and the practice of such s 
possibility. 

A public utility either by legislative fiat or, in rare cases perhaps, by 
economic force is a monopoly. This type of monopoly renders service having 
to do with absolute necessities of life, such as the furnishing of gas, water, 
light, and power. There is a very definite and valid distinction between 
services of this character that naturally flow from a single distributing agency 
and a desirable and essential but not a single source service to the community 
such as the type of credit rendered by the small loan business. It is neither 
sound economics nor desirable public policy, I submit, to place a major credit 
function of the community or state in the position of a monopoly. It is 
desirable, of course, for such a widespread service to the community as that 
rendered by the smal! loan business to be conducted under proper state regu- 
lation and supervision, and for that the responsible small loan companies 
stand foursquare. 


ite 
0 
suc 
OI 
pre 
by 
pe 
se 
of 
pe 
m¢ 
th 
an 
te! 
by 
wl 
ar 
C) 
R 
ay 
pe 
h 
Ww 
st 
m 
™ 
b 
Gl 


4 Cases, 
capita) 
t a net 
essary, 
but the 
cent, 
ad not 
ness o} 


Seems 
nalysis 


IFposes 
um mer, 
al body 
lly, in- 
sed on 
King’s 
Jersey, 
1 1928, 
ut the 
have 
re and 
or such 
airs on 
aNeous. 
that 
for 


ussion; 
us of 4 

would 
such a 


ps, by 
having 
water, 
etween 


agency 
munity 
neither 
credit 

It is 
as that 
e regu- 
panies 


The Small Loan Business 28 


Again, while the small loan business does serve many families for neces- 
sitous purposes, the great proportion of loans, as already pointed out, go for 
onstructive purposes over and above the merely necessitous class and as 
such form an essential part of the general credit structure of the community. 

It is a false assumption, therefore, to predicate this business solely or even 
ominantly upon service to necessitous borrowers, which is an underlying 
premise for any claim that it should be placed in the class of a utility. 

The general point of the percentage rate of interest has been referred to 
by a previous speaker. Personally I think it is very difficult to calculate any 
ercentage rate of interest that gives a fair impression of the charges for this 
service, and that it would be much better to refer to these charges in terms 
of actual dollars paid by the borrower for a given sized loan for a given 
period of time, as for example a $50 loan for ten months at 3.5 per cent per 
month costs $9.68 However, it would seem to be desirable, for the sake 
of scientific accuracy, to mention, when referring to a percentage charge, 
that the loans are always on a monthly basis with the right of prepayment at 
any time and that the rate is a monthly rate. 

‘In connection with this matter of the so-called interest charges as de- 
ermined by the Uniform Small Loan Law, I desire to present an opinion 
by Professor Carroll W. Doten of the Massachusetts Institute of Technology, 
ho has authorized me to read the following statement from him dated Janu- 
ary 20, 1930: 


You ask me to give you my opinion concerning a statement made by Professor 
Clyde Olin Fisher in an article in the June, 1929, number of the American Economie 
eview, entitled “Small. Loans Problem: Connecticut Experience.” This statement 
appears as a footnote on page 183 and is as follows: “Mathematically, a loan at 3.5 
per cent monthly, if the interest is paid monthly, amounts to an annual interest 
arge of 51 per cent rather than of the 42 per cent mentioned in the law.” 

Such a statement seems to me most unfortunate, to say the least, in an article 
which purports to be scientific, for it is bound to mislead many readers who do not 
stop to analyze it and to find what unwarranted assumptions underlie the “mathe- 
matics” of it. 

As a matter of fact, the statement in the law is correct as any one who can 

ultiply three and one-half by twelve can see at a glance, for the borrower of $100 
would pay $42 in twelve monthly installments of $3.50 each for the service rendered 
by this loan if he were to retain it for an entire year which, of course, he does not 
do, and he pays interest only on the unpaid monthly balance. 

“Mathematically” this amount might be shown to be either too little or too much, 
depending upon what assumptions the mathematician might make as a basis for his 
omputations. 

Professor Fisher makes two fundamental assumptions which are both contrary to 
he facts of the case and at variance with financial and business practice. He 
assumes, first, that the entire charge for these loans is interest and, second, that 
nterest is not due and payable until the end of the year. He knows, as everybody else 
Hoes, who has any acquaintance with the small loan business, that only a minor part 
of this monthly payment made by the borrower is really interest. He must also 
know that interest payable only at the end of the year is the rather rare exception 
owadays. Banks charge and collect discount and interest at the time the loan is 
ee or, if it is a demand or “call” loan, at frequent intervals during the life of 

e loan. 

It is unfortunate and confusing that the term “interest” has been used in the 
statutes and in the discussion of the small loans business. 
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The essence of this business is an emergency service to meet a critical situatio, 


or a constructive need in the borrower’s life, rendered at relatively heavy expeng 
by an organization which is manned and equipped to perform it promptly at consider. 
able risk and substantial cost. It may be futile to try to determine exactly how much 
of the charge for this service is interest on the money involved in the transaction, 
but it is obviously absurd for an economist to regard it all as interest and to count 
the monthly payments as partial payments of principal instead of what they really 
are—convenient installments of a total service charge to the borrower, most of which 
may properly be regarded as due and payable at the time he received the loan an 
not at the end of a year or even of a month. 

In fact, these monthly payments, like all installment business, are in and of them. 
selves a burden rather than a benefit or source of profit to the creditor. It involves 
labor and expense to make twelve collections in a year instead of one or two, and the 
choice of this expensive method of payment is dictated by the incompetence or 
necessity of the buyer or borrower to secure needed credit otherwise rather than by 
the profit-making desire of the creditor. 

As a matter of fact the borrower does not retain the loan for an entire year but 
pays it back in equal monthly installments with interest only on the unpaid balance 
each month, and therefore it does not cost the borrower 42 per cent of the initial face 
of the loan and hence not $42 for a $100 loan, but only the 3.5 per cent on the unpaid 


monthly balance at the end of each monthly period at which time he also pays the 
proportionate installment on the principal which in turn reduces the interest cost in 
just that proportion f the next monthly payment. 


Frankuin W. Ryan.—There is one problem which has not been discussed 


either in this meeting or in any of the recent books on the subject of per- 
sonal finance. This is the problem of the variations in earnings of loan 
companies from stage to stage of the business cycle. The recent statutory 
rate reduction from 3 per cent a month to 1.5 per cent a month in New Jersey 


was partly based on the assumption that all personal finance companies could 
make just as good profits in depression as in prosperity. But this is not 
true, and there are plenty of available figures to demonstrate it. Colonel 
Hodson, the former president of the Beneficial Loan Society, once told me 
that during the 1921 business depression there were several loan offices in that 
organization whose expenses and losses were so high that they had n 


profits at all. During the present depression, the same causes are at work. 
Millions of men are out of work and cannot make their payments on time, 
which increases the number of our slow accounts and doubles the cost of 
collections. Needless to say, the same causes operate to increase the amount 


of losses from uncollectible loans. The 1929-30 depression will cause the 
companies in this business to charge off at least $10,000,000. The notion, 
} 


which we often hear naively expressed by theorists, to the effect thats 
business depression helps our business, is rank foolishness. 


If we accept the principle of the $300 maximum loan, the 8.5 per cents 
month rate, which has been tried out successfully in a score of states, is the 
best solution. But if we start building up a graduated rate system, the com- 
panies stop making loans under $50 and finally the most significant result 
is that they thus have a tendency to get away from the original principle 
of the $300 maximum loan. There are some, of course, who see no objection 
to this result, but for those who are committed to the principle of the $300 


maximum loan, there is serious danger in the graduated rate system. 
Crype Ourn Fisuer.—I shall be able to refer to only a few of the points 
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which I should like to discuss. Mr. Pitman assumes that the operators are 
the ones best qualified to determine correct rates of interest. This I deny 
emphatically. Such an arrangement makes the lender the judge of his own 
case. Under our present system of government the members of the legislature 
are the ones vested with the responsibility for determining such social policies. 
Mr. Pitman emphasizes the fact that Morris Plan banks charge 8 per cent 
interest. It is true that they charge 8 per cent but the period of the loan 
is less than one-half a year. Mathematically, there is no escape from the 
conclusion which I presented in my original paper that the interest rate in 
these cases is 18.77 per cent annually. My criticism is that the lenders have 
concealed the true annual rate of interest by placing emphasis upon the 
amount of money deducted in advance in making these loans.. 

In view of Dr. Ryan’s statement that he agrees with most of my “funda- 
mental beliefs,” I find it difficult to reply to his criticism of my paper. This 
agreement is to my mind a significant expression on the part of an accredited 
representative of the small loan people and I welcome it as a good omen 
for legislative improvement in the future. An excursion such as Dr. Ryan 
has made into the sacrifices of borrowers is to me an interesting intellectual 
exercise but entirely futile as a means of arriving at a fair rate of interest. 
These ‘opportunity costs” or whatever one may choose to call them are no 
doubt significant to the borrower but they apply to loans made by small 
loan companies as well as to those made through other channels. 

Who knows but that Dr. Ryan may be correct in his insistence that people 
who pay the same money price for a commodity pay in reality different 
subjective prices? All we can do at present is to strike a general average, 
however unsatisfactory, and hope that this will fit most cases fairly well 
although it fits no one exactly. 

So far I have heard nothing to weaken my faith in the validity of my 
fundamental thesis that the rate of interest determines the least common 
denominator among borrowers. Further, once having determined who should 
have access to these loans, the rate can be reduced appreciably if proper 
conditions of lending are provided. Free competition and laissez faire neces- 
sitate a higher rate of interest as a means of insuring capital a fair return. 
My critics have also failed to show that the rate of interest should not be 
graduated with the size of the loan and they have neglected to offer any 
remedy for the practice of continuous loans at high rates of interest, a practice 
which restricts consumer purchasing power on the part of those least able 
to suffer a diminution in their effective incomes. 

Louis N. Roprnson.—It may be of interest to those who have listened 
to the discussion to know that representatives of the American Association 
of Personal Finance Companies have been urging the American Economic 
Association for two years or more to devote a session to the subject of small 
loans. As one of those who urged this plan, I was asked to prepare a 
paper. It was natural also to suggest that Professor Fisher, almost the one 
and only independent critic of the small loan business, should be asked to 
take part. Those of us who have immediate contact with this business know 
that there are many unsolved problems in it. All this development has taken 
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place within the last sixteen years, a fact which accounts for the existence of 
some of the problems which have been discussed here today. I was inter. 
ested in the remarks made on credit unions. The thing that impresses thos 
who have studied the problem of mass credit is the number of kinds of agen. 
cies which supply it. It will be found that there are good reasons for the 
existence of these different agencies. There is some competition among then 
but in the main they render a different service or meet a different need or 
function under different circumstances. Their rates differ, depending 
the cost of doing business and on the conditions under which they operate, 
It would be folly to assume that one type of agency could do the work of 
all the others. As a representative of one of the larger companies engaged in 
the business, I can assure you that we welcome the effort of economists to 
understand what is going on in this part of the economic field of supplying 
credit to those without bank connections. 

Burr Biacksurn.—Speaking as the director of research of the Household 
Finance Corporation, one of the largest organizations in the personal finance 


field, I am impressed with the fact that Doctor Fisher’s concrete recommen- 
dations for improving the small loan situation meet with our full approval. 
In fact, we have spent a good deal of money and effort in research in an 
attempt to arrive at a method of graduating the rate on small loans. It is 
not so easy since no legislature would permit a rate high enough on the very 
smal] loans to take care of the cost of making them. Thus far we have been 
content with our own policy of graduating the rate by cutting the cost on 
the larger loans, attracting this type of loan to ourselves and thus forcing 
our competitors to content themselves with the smaller loans. However, 
with the aid of some of the best accountants and efficiency engineers in the 


country, we have developed a plan of graduation which will probably be 
used in the future. 


We also agreed with Doctor Fisher’s arguments in favor of limiting the 


licensees in a community to those with sufficient assets and not to exceed the 

actual number needed to supply the community. As a matter of fact, such 

provisions are now included in the new draft of the Uniform Small Loan Lav. 
Doctor Fisher’s third point, that we should determine just what strata of 

the public should be permitted to borrow and fix a rate that would supply 

such credit, has already been answered. fal 
The place to discover whether or not these people who are patrons of Bins 

small loan companies should borrow is in the loan offices and in their homes; HMR th 

not in the professor’s study at the university. cal 
There is no legislative protection possible against lending to the wrong 


people. The necessity that the lender collect the account, both principal and 
interest, is one safeguard. The necessity that the lender maintain the friend- 


sec 
ship of his customer is another. The chief safeguard in this instance after th 
all must rest upon the education of the general public as in the use of other Hi yo 
valuable but dangerous facilities such as poisons, automobiles, ete. It is Mw 
possible to educate families to a sensible and curative use of borrowing to RR ce 


cure and prevent economic ills just as it has been possible to educate them in 
the methods of curing and preventing physical illness. 
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} inter. 
those Frep A. Chairman 
f agen. 
for the Rk. W. Lyons.—Any intelligent discussion of the development of chain 
g them M..ores in America must recognize that there are two major viewpoints on 
eed ot M-very economic problem—that of the individual business and that of society 
ing on ss a whole. Since it is of genuine importance that we be able to assess cor- 
perate. rectly the social as well as the economic values of any great movement, I 
rork of MB...11 devote this discussion not only to the confusing and exceedingly pros- 
aged in perous commerce of the chain stores but to its underlying social effect as well. 
ists to Because the chain store has seemed to be something different, those unfa- 
Plying BP niliar with its origin and history have assumed it to be something new. The 
fact is, however, that five hundred years ago the Fugger family of Augsburg 
isehold H},.d established in Europe an empire of counting houses and merchandise de- 
finance nots, operated and maintained over a wide territory, upon a plan containing 
mmen- Hthe essentials of the chain store idea. More than one hundred years ago the 
proval. H¥‘.r-flung operations of the Hudson’s Bay Company in America were con- 
| in an Miducted through many banks and trading posts functioning upon principles 
It is hich were essentially those of the chain store. 
le very Obviously, then, the chain store idea itself is not new. The only thing 
re been really new about the chain store must be found in the conditions which sur- 
ost ot Hound our new civilization, and it must be recognized that the post-war period 
forcing Hin which the great chain store growth has occurred constitutes, in certain of 
»wever, Hits economic aspects, an essentially new period. This period has projected 
in the Hi the chain store as inescapably as the closing years of the nineteenth century 
bly be HB projected the world-wide revolution in industrial and manufacturing methods. 
We are confronted today with forces and circumstances which have made 
ing the MP inevitable this merchandising instrumentality. These forces seem to me 
eed the Mito be as follows: (1) The concentration of sales areas arising out of the 
t, such Hi movement of our people from the country to the cities; (2) the facilitation 
n sg of the cash and carry mechanism by the introduction of the automobile; (3) 
rata 0 


the demand for the reduction of the steadily rising costs of the necessities 
supply HB of life, which have mounted regardless of the manufacturers’ efficiency in 

fabricating more cheaply than at any time in the history of the world; (4) 
‘ons of installment buying, with its upward revision of the standards of living 
homes; HM through wider distribution of luxuries, and the consequent necessity for more 
careful budgeting of family expenses in the field of necessities. 


wrong These are the epic movements from which the chain store was born. 
ral and HRS Whether we like the chain store or not, the history of economic development 
friend- HM seems to indicate that it is here to stay. Thus we may justifiably search for 
e after BRR the meaning of its presence and its success. In this connection, I would like 
f other you to consider three essential propositions: (1) What is a chain store? (2) 

It is MP What is the function of a chain store? (3) Why have chain stores suc- 
a !0 Mi ceeded? The answer to question number one is that the chain store is an in- 
hem in 


strumentality for retailing. The answer to question number two is that the 
function of the chain store is the function of every retailing establishment in 
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existence; i.e., to perform a public service by the efficient distribution 4 
merchandising to consumers. In fulfilling this function the chain store ha 
been obliged to recognize every economic law that affects any retail me. 
chant. The success of any retail enterprise, chain or independent, is , 
measurable factor which may be ascertained with reasonable certainty, 

Economists generally agree that there are seven essentials to successfy 
retailing. With a thorough study and energetic application of these essep. 
tial principles, retailing success is assured alike to the chain store merchay 
and to the independent merchant. These factors are: (1) A retail store muy 
be well located—must have ready access to consumers; (2) the store must 
attractive in its exterior and interior design and must constitute a pleasan 
trading place for its consumers; (3) it must maintain a steady supply of 
adequate stocks of good and salable merchandise; (4) the factor of servic 
must be carefully weighed and measured in relation to the needs and de 
mands of customers and the requirements of competition; (5) the relation 
of employees to customers must be carefully studied and intelligently disc 
plined and developed; (6) good management, which suggests the proper co- 
relation and direction of every department of the business, must be present; 
(7) prices must be reasonable. 

Perhaps you will ask, if these factors have always been present and have 
a fixed relation to retailing success, “What in particular has the chain stor 
added to this science that the retailing of past generations and older methods 
failed to provid 

This brings me to my third proposition: “Why have chain stores suc 
ceeded?” Just as the secret of efficient production is to be found in standard- 
ized articles produced in large volume and sold at small unit profit, so the 
secret of distribution is to be found at the same source. Mass production and 
mass distribution | gone far in eliminating waste by reducing processes 
to their simplest forms. This in the case of chain stores takes the form of 
standardized equipment, standard stocks of merchandise, and standard busi- 
ness procedure and records. Chain stores have been able to systematize 
employee training ition of stores, selling methods, and advertising. Ther 
have been able to economize through intelligent buying, rapid turnover and 
elimination of unnecessary service. The chain store, in other words, has 
applied rational scientific procedure to the whole field of distribution. 

In spite of the 1in store reputation for general operating efficiency, 
there are still to be | both business men and economists who believe that 
the only competitive advantage which chain stores enjoy is their great buying 
power. Nothing could be more illusory. With the nation-wide development 
of the so-called \ hain, it is an accepted fact that the individual 
retailer buys, for the most part, on a parity with the chain store. But even 
if there were no s1 ng as a voluntary chain or co-operative buying plan 
it would still be a fact that cost of merchandise or buving power would play 
only a fractional | he final success of any retail establishment. 

Nothing could emphasize this better than one illustration from the recent 
Louisville Grocery Survey, conducted by the United States Department of 
Commerce. Two ‘ular merchants provide the example. One mair 
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bution of 
Store hy 
tail mep. 


sined an inventory of $3,500 and did an annual business of $25,000. He 
ymed his merchandise seven times per year. The other maintained an 
nventory of $3,000 and did an annual business of $115,000. This merchant 
ent, is ,fmturned his stock thirty-seven times per year. Thus he could earn $3,450 
inty. met per year on a 8 per cent margin above operating expenses, while the first 
uccessfy merchant could earn that amount net only by a margin above operating 
SE essenfmexpenses of 14 per cent plus. Obviously, then, if the first merchant had a 
merchanfmefantastic buying advantage of 10 per cent the second merchant would more 


tore mysifethan eliminate it by his efficiency in securing rapid turnover. 

> must be It is in just such areas as this that the chain store makes its greatest eco- 
pleasanfnomic contribution. Unfortunately, the public seldom understands the econ- 
upply off/omy which results from speeding up the process of getting merchandise from 
f servief/the manufacturer to the consumer. We can only estimate how much the 


chain stores save in this way by releasing capital for other uses, by lower 
interest charges, and by smaller capital outlay for warehousing and handling. 
It seems to me that only one question remains to be answered in order to 
determine whether the chain stores are making a contribution which justifies 
their economic existence; i.e., do the chain stores save money for the con- 
sumer? The best answer to this question is to be found in studies recently 
and hayefme conducted by professors of economics in three different universities. Asso- 
ain stor: fe ciate Professor Edgar Z. Palmer, of the University of Kentucky, upon the 
methods fe basis of a survey recently conducted by members of his classes under his 
direction, has determined that the chain grocery stores in Lexington, Ken- 

res suc fe tucky, save the consuming public 14.3 per cent as against prices paid in 
tandard- Me competing retail outlets. Professor Malcolm D. Taylor, of the University 
t, so the fe of North Carolina, finds that in Durham, North Carolina, a city of forty-eight 
‘tion and fm thousand population, chain grocery store prices average 13.79 per cent below 
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rocesses fie those of competing retailers. A still more recent study by Professor James 
form of fi L. Palmer, Professor of Marketing of the University of Chicago, reveals that 
rd busi- i in the city of Chicago chain grocery store prices are from 12 to 15 per cent 


tematize fe less than those of competing retail outlets. It seems only fair, in the face 
g. Ther fe of the mounting volume of such testimony, that we should conclude that the 
yver and fe chain stores are making an important economic contribution, and that they 


rds, has Hi have unquestionably justified their existence from a purely economic point 
mn. of view. 
ficiency, The other side of the question remains to be answered. Is the chain store, 
eve that in spite of its economic contribution, a social menace? The most frequent 
: buying charge against the chain stores is that they are rapidly driving the inde- 
lopment pendent retail merchant out of business and threatening the country with a 
dividual resulting monopoly. The facts in this connection are so conclusive as to lift 
jut even the matter above the realm of controversy. The records of Dun and Brad- 
ng plan street’s indicate that the rate of mortality among retailers is no higher to- 
ld play day than it was forty years ago, when there was practically no such thing 
asa chain store. The study recently made by the National Chain Store As- 
2 recent sociation confirms this conclusion. 
ment of Following the very important Louisville survey of the grocery industry 


> mait- through the United States Department of Commerce, it was our belief that 
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we could shed some interesting light on this question by following the gover. 
ment’s example and examining the Louisville area. We consequently en. 
ployed Dr. Paul C. Olsen, of the University of Pennsylvania, to develop they 
facts for us. It seemed to us that we could produce a definite answer to this 
charge by establishing the following facts: (1) How many new grocery mer. 
chants came into business each year in Louisville in the days before there wey 
any chain stores? (2) How many individual grocery merchants failed eac) 
year in the days before there was any appreciable chain store development} 
(3) How many new individual merchants are coming into business in th 
Louisville area each year under present conditions of highly organized chai, 
store development? (4) How many individual merchants are going out of 
business each year during this period of highly developed chain store activity? 

If the above mentioned charge against the chain stores is true, it woul 
seem obvious that individual merchants must be entering the grocery field less 
rapidly or freely than they did before the coming of chain stores, and tha 


they must be going out of business more rapidly because of the pressur 
exerted by chain store competition. In order to make our study as simpk 
and yet as concrete as possible, we chose to analyze the period from 1891 t 
1899 inclusive, and the period from 1921 to 1929, inclusive. 

If the number of businesses started is a measure of the attractiveness ani 
opportunity in a given field to those who contemplate entering it, then th 
period from 1921 to 1929 was more attractive for the individual retail 
groceryman than the period from 1891 to 1899. The percentage of in- 
dividual grocery merchants starting in business each year from 1921 to 1929 
was a 25 per cent yearly average. The percentage of individual grocery 
merchants starting in business each year from 1891 to 1899 shows a 28 per 


cent average. 

If the number of individual businesses failing each year is a measure oj 
the business hazards or competitive problems of that year, then it woul 
be difficult to show that the chain stores have had any appreciable influenc 


on the mortality of the grocery industry. An average of 23 per cent of the 
individual grocery merchants in Louisville went out of business each yea 
from 1891 to 1899. An average of 24 per cent of the individual grocer 
merchants in Louisville went out of business each year from 1921 to 1929 


In considering these figures, it must be remembered that in all the years 
from 1891 to 1899, not more than 16 grocery stores were in operation it 


Louisville which might properly have been catalogued as chain stores, The 
largest operating company during those years controlled only 4 stores. Note 
the contrast with the years 1921 to 1929 when chain stores increased from 
57 to 227. Most astonishing of all, note that in the 1891-99 period the 
number of retail grocery failures equalled 100 per cent of the number 0 
new entries into that business. In the 1921-29 period of greatest chait 
store development the number of retail grocery failures equalled only % 
per cent of the new entries into that business. 

Louisville is a typical American community and the results of our Louis 
ville study are believed to be typical of the results which a similar study 


would reveal in the average American community. 
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The accusation is extensively made that the chain stores are drying up 
the springs of opportunity for the young men of our land, and that the only 
way to keep this opportunity open is to protect the existence of the indi- 
vidual retailer. I would like to point out in this connection that since the 
beginning of intelligent commercial statistics the records show that nine out 
of ten individual retailers fail in each decade. I would like to point out 
further that it is not necessary for a young man to own his own bank in 
order to find his opportunity in the banking field. A youth need not stifle 
his ambition for a career in the railroad business because he cannot buy a 
railroad for himself. Neither must he despair of a career in the manufactur- 
ing field because of his inability to buy a huge establishment of his own. 

In all of the major fields of enterprise in America there is unlimited 
opportunity for the youth of character and ability. There is, furthermore, 
stability in corporate employment that is difficult to attain in the small, in- 
dividually operated enterprise. It is only fair to consider the record of 
employment in chain stores during this year of general economic depression 
when its social value is being weighed. While general employment has ma- 
terially declined, and while the average wage has declined, yet a recent 
survey of the fifty leading chain store companies shows a substantial in- 
crease in the number of regular employees and an increase of approximately 
10 per cent in pay rolls. 

There is a common delusion that the chain stores have found some way 
by which to escape from their fair share of local taxation, and the truth 
about this matter must also be considered in any correct appraisal of the 
social values of the chain store. Let me emphasize first of all that the power 
of taxation inheres in the government, state or national, which is common 
to the chain store and to the independent merchant alike. The assessment 
of property values is a duty defined by law, and under which the local 
assessor is charged with the mandatory duty of treating all citizens and all 
business alike. If, therefore, the chain stores are escaping any part of their 
full burden of taxation, that escape must be based upon the failure of the 
local tax authorities to perform their functions and upon fraud, which the 
government should prosecute without hesitation. 

In the development of every great commercial or industrial enterprise 
there comes, sooner or later, the question of whether or not a monopoly is 
threatened. Let those who fear that the chain stores may soon institute a 
gigantic monopoly, with vast, powerful, potential harm, remember that there 
are in this nation today more than six thousand individual chain store com- 
panies operating under separate ownership and management, each in compe- 
tition with the others in its field. Under such circumstances, any suggestion 
of monopoly is fantastic and visionary. 

In bringing this discussion to a close, I cannot avoid mention of one of 
the most difficult and perplexing problems which confronts the chain store. 
It is the problem of determining its fair share of responsibility for charitable 
and civic enterprises in the various communities where it does business. The 
leading chain stores of America recently adopted the following resolution in 
this connection: (1) We recommend the widest extension of the established 
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policy of many chain store companies in setting aside and maintaining , 
definite budget for civic and charitable work of recognized merit. (2) 
We further recommend that local employees be given the widest opportunities 
and encouragement for active personal participation in all recognized com. 
munity activities, to the end that they will merit recognition as good citizens 
as well as good merchants. (3) We further recommend that in so far as 
possible, the authority and the responsibility for making civic and charitable 
contributions be vested in the local store manager, or such other official as 
may have the closest and most important contact in each community. (4) 
That wherever possible, such contributions be made through organized and 
established administrative bodies, such as the community chest associations, 
or chambers of commerce. ; 

The president of the National Association of Commercial Organization 
Secretaries recently reported an increase in the subscriptions from chain 
store companies of more than $300,000. The chain store practice in civic 
matters may well be imperfect as yet, but I have absolute confidence that the 
chain stores are making progress in this matter. 

As a last word let me remind you again that the chain store is an instru. 
mentality for retailing. The final and inescapable problem in connection 
with retailing is: what instrumentalities and what methods are calculated to 
render the best ser to the consuming public? It is well recognized that 
nobody is doing a perfect job in distribution. General progress is being 
made, but wasteful processes exact a huge toll annually. The consumer bears 
this waste, and bears it at a time when overwhelming demands are being 
made upon the purchasing power of the consumer. In the fifty years from 
1870 to 1920 the costs of getting merchandise from producer to consumer 
increased almost 300 per cent. If such rising costs continue we shall soon 
find ourselves employing more people to sell, advertise, transport, and de- 
liver merchandise than we employ to produce it. I am among those students 
who believe that such a condition presents social as well as economic prob- 


lems, and I believe that the chain store, in helping to reduce the costs of 


distribution, is contributing to the continuity of our social order. 


S. M. Frickin [ think the reason the Flickinger Company Co- 
operative Organization has succeeded is because there was a real desire to 
share earnings wi workers and to build them as permanently as pos- 
sible into the organization. 


The origin of the Flickinger Company was a retail grocery store which was 
developed into a wholesale business, the retail department being dropped 
in 1902. The w ile business at that time was established with a capital 
of $16,000. About two years later it was incorporated and some employees 
taken into the firm 

In 1911 or 1912 another corporation was organized and started in the 
wholesale grocery | ; in Jamestown, New York, and a few years after 
there was a merger between the Jamestown and Buffalo organizations; and 
about that time ar er wholesale house was started in Rochester. During 
this period, the company was reorganized, taking in more employees and 
creating more capital 
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In 1917, owing to the inroads of chain stores, the company started a 
chain of stores of its own. The reason for this move was to maintain its 
gholesale houses. It formed a separate organization for the chain stores 
ind they purchased all of their merchandise from the Flickinger Company’s 
wholesale houses. 

The retail organization was a success from the start. The store managers 
were paid a salary and a bonus of 1 per cent on sales. We soon found that 
this system produced sales but in a great many instances did not produce 
profits. We then conceived the idea of paying our managers a weekly salary 
and 30 per cent of the net profits of the store. This plan worked very well, 
but we noted that some of our good men left the organization because they 
were able to go into other lines of endeavor and earn more money than they 
could earn in their store, and this loss of managers produced and established 
the co-operative system that we are using today. 

In 1922 we set up what is known as the Red and White system, which is a 
yoluntary chain. Our company in that year still had a wholesale business 
although we operated a chain of stores. Our business was divided into two 
departments—wholesale and chain store—and our wholesale department sold 
merchandise to our chain stores at a profit. 

We saw that if we could eliminate the selling expense, we could sell a 
select group of our wholesale customers, who were good pay and did a good 
volume of business, on the same basis as we did our own chain stores. We 
further saw that if these stores were uniform in set-up and were linked to- 
gether by a common name, they could enjoy the same prestige with the public 
as achain of stores. The “Red and White Chain Stores” was selected as the 
name, and that was the start of the Red and White Voluntary Chain. Other 
wholesalers became interested and were given the rights to use the name and 
system in their respective territories gratis. 

The principal difference between Red and White and other voluntary 
chains is stronger control and no royalties. All the Red and White retailer 
contributes, if he contributes anything, is to an advertising fund, which is 
practically in the hands of the retail organization itself; but the retailer is 
required to purchase all of his supplies known as “dry and package” groceries 
from the wholesale house. 

The retailer draws on the wholesaler as he needs his merchandise, and 
through that method does not have to spend his time entertaining salesmen, 
but can devote his entire time to selling, which of course includes displays 
and the general appearance, etc., of his store. 

Red and White retailers are not allowed to buy from specialty men. 

The Red and White plan in many cases cuts the retailer’s merchandise 
stock in half. 

As I have already stated, the Red and White Corporation or jobbers do 
not exact any royalties, but the Red and White Corporation runs a mer- 
chandise brokerage office. It owns the Red and White and Blue and White 
brands, which cover nearly the whole package grocery line. In fact, it is 
considered the most complete line in this country. 

The Corporation has a merchandise department, and orders received for 
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merchandise from the Red and White wholesalers are placed by this depart. 
ment with the manufacturer. The merchandise is shipped and billed direct, 
The brokerage is paid to the Red and White Corporation and produces thei 
income. All profits left after expenses are paid are pro-rated back to the 
wholesalers on the purchases they have made through the brokerage office, 

The organization is doing some national advertising in Good House. 
keeping. ‘There have been fifty-six different products submitted to them and 
they have passed them all; there were none rejected. ‘ 

Each wholesaler and retailer is given control of these brands for a certain 
district, and sales run into large volume. 

About a year ago, the manufacturers who packed Red and White products 
formed an organization, calling it the Red and White Manufacturers’ Asso- 
ciation, to co-ordinate and work with the wholesale organization. They see 
wonderful possibilities in the Red and White movement, and we are all work- 
ing to the end of so complete a co-ordination that we can really do a better 
job of distribution of food products than the average chain store can do. 

After considerable experimenting, we concluded to adopt the co-operative 
system we are using today with our own stores. In that plan we really take 
the manager into partnership. In most cases we put in two-thirds of the 
capital and the manager one-third. We put the capital in the bank subject 
to the manager’s check. We buy our stock, fixtures, etc., and these are paid 
for from the funds, the balance being used for operating purposes. 

The store is run under the Flickinger Company or Red and White name, 
but the customers or townspeople feel that the manager controls the store; 
at least we want them to feel this way. 

We have a simple report that the manager fills out at the end of each 
week and mails to headquarters, together with all supporting vouchers, etc. 

Our office runs the books, and every sixty or ninety days an inventory is 
taken and the books pertaining to this particular store closed, which operation 
shows the actual profit or loss. If the store has made a profit, checks are then 
drawn for same. 


] 


The lease is lickinger Company’s name, and the stock and fix- 


tures belong to the co any. The manager’s interest in the store is repre- 
sented by a trust certificate, and is tied up with a contract, stating on what 
basis the store is to be operated. 

The profits are divided as follows: The manager is required to do all the 


1 


work, and if he holds a third interest he receives 75 per cent of the net 


1 


earnings of the st 
per cent. 


suld he hold two-thirds interest he would draw 80 


This plan works very successfully. We have one man in Pennsylvania 
who this year will make over $10,000. This plan of operation produces 4 
very much stronger organization, and it has enabled the Flickinger Company 


to cut their expenses so that their profits are just as satisfactory as they 


+ 


were under the other plan that I have mentioned. Today we are holding al! 
of our good men. 
| 


The question is 1, what are the comparative advantages of the cor- 


poration owned chain store and the voluntary chain. The corporation chain, 
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of course, has more direct control, quicker and more direct action, and, in 
some cases, possibly greater purchasing power. They are probably able to 
collect more money from manufacturers for advertising; while the voluntary 
chain has the advantage of ownership and personality that money cannot buy. 

They have a low cost of supervision, which usually costs the chain stores 
from 2 to 2.5 per cent. They are usually in a position to get cheaper rent 
than the chain stores, as all owners of property get the last dollar they can 
from chain store organizations. 

One of the disadvantages of the chain stores is the difficulty they have in 
keeping their best men, for many of them, after they learn the business, leave 
to engage in business for themselves. To my mind the chain stores’ weakest 
point is their organization. In all large organizations their system is neces- 
sarily very rigid, and it takes the form of the system used in the army, 
which does not tend to appeal to or develop the best side of the store manager; 
and any system that does not accomplish this, will, in my opinion, not succeed 
in the long run. 

I believe one of the reasons why co-operation does not grow faster, is that 
people are not frank enough. They are afraid to discuss all matters with 
interested parties. The basic foundation on which co-operation rests is confi- 
dence, and we all know that when the cards go down and are spread on the 
table it inspires confidence. 

The reason Red and White has grown without any particular effort is that 
from the start we of the Flickinger Company were willing to lay our cards 


‘down. We are always willing that the manufacturer or the retailer shall 


know what our cost of operations is and what our profits are. The tax 
gatherer and consumer can know any part of our business that they have a 
right to know, because we feel we can justify every one of our acts. 

The private brand question is becoming a serious one to the manufacturer 
of advertised products, as prices are so demoralized that none of the dis- 
tributors receive profit enough to pay for handling, and they naturally try 
to sell as little of these products as possible and therefore endeavor to es- 
tablish brands that are not advertised, or what are known as private brands. 

Probably the manufacturer of advertised products is more to blame than 
enyone else for the position he finds himself in, for it has been generally 
understood that in many instances the manufacturer has stated that he was 
not interested in the distributor, but only in the consumer. 

It has appeared to us that many manufacturers felt that, if the distributor 
would pass his merchandise along without profit to the consumer, the price 
would be very low, and the manufacturer’s heavy advertising would make 
it practically impossible for any competition to get much of a start on this 
manufacturer’s particular line. If so, then today he is finding that his judg- 
ment was wrong. There are plenty of manufacturers of food products who 
can manufacture or pack just as good merchandise as the advertising pack- 
ers can, and in many cases do the job much cheaper and better. This is the 
reason the Red and White Corporation established their trade-marks: first, 
to be able to get a fair profit for the distributors; second, to maintain the 
small packer as a competitor; and, third, to save money for the consumer. 
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The Red and White Corporation has over three hundred items unde 
these trade-marks, and will compare quality with any advertised line. I ay 
positive that we will not suffer in comparison on any article, and on many 
our quality would be superior. As to price, in no way are our prices higher 
than the advertised products, and in most cases very much lower. 

There is a certain manufacturer—one of the heavy national advertisers 
—who is selling us the same products under the Red and White trade-mar, 
that he is selling under his advertised brand, and he is naming a price to us of 
20 per cent less than that for which he sells his own product to the whole. 
saler or chain store trade, and the Red and White organization is passing his 
product on to the consumer at the prices he charges the wholesaler or chain 
store for his own brand. 

Perhaps there is some doubt in your mind as to the statements I have 
made as to merchandise, but I think I can prove them, or at least show you 
that they are possib 

I read from a financial statement issued by General Foods: 

During the nine months ending September 30, the cost of manufacturing after 
allowing $1,115,355 for iation was equivalent to 49.54 per cent of the net sales 
price. Expenses o g, distributing and administration were 31.91 per cent and 
net profit was 16.92 per cent. The small discrepancy between the total of thes 
figures and 100 per ce iccounted for by an item of other incomes. 


Now, they ar juoting retail figures; they are using the price that 
they get from the wholesaler or chain store merchant, and their statement 
shows the cost of ir products to be less than one-half of what they receive 
for them. Now, other manufacturers can produce this same merchandise just 
as cheaply as General Foods can. We will take 50 per cent as their actual 
cost of production; to that we will add 10 per cent for profit for the manv- 
facturer, another 10 per cent for the wholesaler, and another 20 per cent for 
the retailer. You still have 10 per cent left for the consumer before you 
reach the price w General Foods charge the wholesaler or chain store 
merchant, and to this, if you add another 20 per cent for distribution, you 
would find that th nsumer is paying 80 per cent more than he would 
for a private brand of the same merchandise. 

I believe you can 1 ly see the great advantage the grocer has as a men- 
ber of the Red and White organization, in having exclusive rights to the Red 
and White organization trade-marks for distribution and also having expert 
people buy all of his merchandise for him in the dry grocery or package line. 
He also has the a f a trained man as to display, arrangement of stort, 
etc., and there is a tilable to him the advice of the men higher up i 
the organization s ld he wish for it. 

Among those taki rt in the discussion following these papers were: 
Dean C. E. Grifi University of Michigan; V. H. Pelz, American Ir- 
stitute of Food Di: n; Professor Hugh Agnew, New York University; 
Professor Leverett ] 1, Brookings Institute; Professor McKenzie Stevens, 
Louisiana State Un ; Professor E. D. McGarry, University of Buffalo. 
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RUSSIAN ECONOMIC SITUATION 


Georce E. Putnam, Chairman 


Susan M. Krnossury.—Inasmuch as Russian life in the cities centers in 
the factory, I am undertaking to report on the factory and its functioning 
from within, and I am not concerned with questions of approval or disapproval 
of the present system of government. Let us enter one section of “The Free 
Labor” Woolen Mill in Moscow. In appearance the factory is much like 
any old American factory. It is old; the floors are old; the machinery and 
benches are crowded; the machines antedate 1914, some of them even 1890. 
In this section the window space is small; the ventilation is practically neg- 
ligible; the seating is execrable, as indeed it often is; and the lavatories and 
cloak rooms are ill equipped. While, generally speaking, no filth is to be 
seen, the sanitary provisions are not clean; the floors are not too clean. On 
the whole, it is bad, but I have seen factories in this country that are just 
as bad. Factories that are worse in Russia are being torn down or will be 
destroyed. 

In another section of “The Free Labor” Mill the walls have been prac- 
tically knocked out. The windows that have been inserted are large and 
very clean. The light is good. Where the window lighting is not sufficient, 
excellent electric lighting is provided, either by indirect lighting or well- 
shaded lights. An entirely new system of mechanical ventilation and new 
machines, most of them from the United States but some from Germany, have 
been installed. The general set-up is still crowded; the building is still old 
and unattractive. 

The third section of the same factory is entirely new. It follows the 
Russian system of hip-roof lighting and is handsome. Space is ample—per- 
haps too extensive. There are washrooms and showers. The floors are of 
cement and are clean; the workers stand on a movable floor of wood. 

This factory, partly reconditioned, partly new, is typical of innumerable 
other factories in Russia as we studied them in thirty-five different plants in 
seven large industrial centers. Many of them are pictured in U.S.S.R. in 
Construction published in Moscow. There are a great many more old fac- 
tories functioning than there are new ones, and many of the old factories have 
been reconditioned, but most of the worst have been closed or are being 
torn down. 

Each factory is, of course, divided into departments, most of the depart- 
ments into rooms, as in any American or European factory. In each room 
is a foreman appointed by the management and a committee chosen by the 
workers. In each department is a superintendent, also appointed by the 
management, and a group of committees of course elected by the workers. 
The authority of the foreman and the superintendent is absolute. The com- 
mittee in the division or room and the committee in the department take up 
with the foremen or superintendent or the director of the factory, according 
to the importance of the question, any problem they desire affecting produc- 
tion or the life of the worker. 

Over the factory is the director, a man or woman who has been a worker 
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usually, and increasingly, so far as we could judge, a member of the Com- 
munist Party. He or she is appointed by the trust with the approval of 
the trade union and doubtless often nominated by or at any rate approved 
by the executive committee of the Party. Of this I cannot be certain, but 
more than one I know was so nominated. Side by side with the director, 
usually in very pleasant adjoining offices, is the technical director of the 
factory. These two control the factory. The director, familiarly known as 
the Red director as distinct from the technical director, knows very thor- 
oughly the problems of the factory, though his function is chiefly that of 
developing an esprit de corps and maintaining the morale of the workers, 
The job of the technical director is apparent: it is that of the technician. As 
noted, he has a staff of assistant technicians working in the various depart- 
ments. Very often, indeed in every case as we saw it, the technical director 
had been an experienced engineer under the old régime. The staff of as- 
sistants are young engineers, many of them having completed their technical 


training under the present government and frequently drawn from the 
workers. 

Usually in much less elegant quarters is housed the factory committee with 
as many as thirty-seven members as in “G.E.T.” (Government Electrical 
Trust), and in large factories with one to six paid workers, men and women, 
as in the “Three Hills’ Factory. Members of this so-called “Fabcom” head 
up what is known as “commissions.” These commissions and this factory 


committee deal with the problems of the worker—on the one hand, industrial 
that is looking toward increased production of higher quality at lower costs, 
hand, cultural, looking toward social and educational ad- 
vancement of the worker, including health and amusement. The commissions 
found in many factories such as those drawn up by the Metal Workers’ 
Union in Leningrad, consist of: industrial, labor and protection, conflict, cul- 


tural, mass organization and mass economic, promotion, work in villages, etc. 


and on the other 


Often we found special commissions dealing with political questions, with 
recreation, education of children, education in radio, education in music, edu- 
cation in military practice, etc. 

Each commission is made up of a representative from each of the various 
departments, each member being the chairman of a similar committee in his 
or her own department. Doubtless a large function of the factory committee 
is educational, for very many adults in Russia are going to school. The fac- 


tory committee functions energetically along lines of increased efficiency and 
improved output in the factory. For example, at the noon hour in the “Mos- 


cow Electric” factory, a department meeting was being held to which the di- 
rector had been invited. The entire department was being organized into 
shock brigades. But the brigades were not happy. They were not reaching 
their production standard. The workers complained that they were not get- 
ting the materials; the foreman complained that the workers were making ex- 
cuses. Finally the director, in well-chosen words, kindly, sympathetically re- 
buked both sides but inspired both sides, and the workers hurried away to 
their machines. Formerly the Red director, the technical director, and the 


president of the “Fabcom”’ constituted a managing committee. But we all 
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recall the change made two years ago by which it was assumed here that 
jemocratic control of the factory had ceased. The scheme I have just out- 
ined provides for central and single responsibility and authority but it can- 
not be called undemocratic. 

The question of incentives and rewards constitutes, perhaps, the two most 
unique elements to be found within the Russian factory. A basic wage and a 
piece rate is determined by conference between the trade union and the 
trust of the industry. The wages so determined vary according to skill and 
responsibility. The differential is not great but it is sufficient to afford an 
incentive. The result is that the wages for operatives range from a minimum 
of 40 to 50 rubles ($20 to $25) a month to 250 rubles a month ($125) and 
even a higher figure for the most highly skilled workers, not considering 
engineers, but applying to the Red director. Other incentives may be 
enumerated: definite schemes of promotion, definite efforts to stimulate in- 
creased skill and efficiency through all kinds of opportunities for training, 
and all kinds of efforts to arouse ambition. Promotions are carefully ap- 
plied, not only within the factory but between factories and between indus- 
tries; also from factory to positions in the government and positions under 
social institutions, both within and without the factory. 

Rewards include not only wages but an elaborate system of insurance in 
the form of old age pensions, invalidity pensions, health insurance, both treat- 
ment and sanitaria, opportunity for recuperating in what are called Rest 
Houses and care of absenteeism because of sickness, and also the whole sys- 
tem of unemployment insurance. 

Ten per cent of all profits in every factory is devoted to so-called welfare, 
for Russia uses the word welfare without fear or hesitation. Of this 10 per 
cent, 75 per cent is devoted to improved housing for the workers, 10 per cent 
to créches, and 5 per cent to the kindergartens. Thus the “Red Rosa” Textile 
Mill during the last year attained a profit of four and a half million rubles, 
or, in our equivalent, two and a quarter million dollars. Of this sum, then, 
$225,000 were spent on welfare, of which $168,750 were devoted to housing, 
and $56,256 to other welfare. In this particular case, as is true in prac- 
tically every textile mill we visited, more than 7.5 per cent of profits was 
devoted to housing and much more was allocated by the trust for improv- 
ing housing conditions, since usually they had been execrable in the old 
régime. In addition to the 10 per cent of the profits devoted to welfare, a 


}sum up to 20 per cent of the pay roll for the year is paid to the state for 


social insurance of the workers in the factory. This social insurance in- 
cludes unemployment insurance, old age pensions, and sick and invalid in- 
surance. Thus the government reports 25 per cent of the national budget 
spent on welfare including insurance. In those industries that are considered 
hazardous the workers have extra holidays, and always we saw bottles of 
milk on the benches for them. Thus in the “Svetlana” Lamp Factory in 
Leningrad all workers are given one month’s vacation with pay. Those not 
in dangerous work get the usual fortnight. 

Social life is conducted in the factory under the direction of the factory 
committee, through the club for adults, the créche for young children and 
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babies, and the kindergarten for children. These créches, managed by th 
department of health, are uniformly excellent. The clubs of the large fa. 
tories are always magnificent. For the small factories, they are simple. By 
the kindergartens are uniformly poor. 

Time prevents my describing these activities or the actual extent to whic 
they are being conducted in the various factories. Suffice it to say that th 
factory with these social and educational facilities forms the community cep. 
ter for the workers. Around the factory (the new factory is always located 
in open spaces on the outskirts of the larger towns or in the smaller towns) 
are the new houses, a central food kitchen, a central laundry, and central 
baths. These units are being built in many communities. 

Mitprep Farircnuitp.—A grave misconception prevails in this country 
about Soviet Russia, to the effect that her present development is the work 
of one or a dozen or even two dozen super-men, men who plan, conduct, and 
regulate her industry as well as her politics. This idea is incorrect. What- 
ever our attitude or our emotional reaction to Soviet Russia, we shall never 
get the key to her success—and there can be no question of her basic success 
in her industrial program at the present time—until we cease to look for it 
among the few men and organizations at the top and look to the mass of 
the people. 

One of the best examples of my point lies in one of her most knotty prob- 
lems; namely, that of industrial skill and technique. Soviet Russia is in- 


dustrializing at present more rapidly than any country in the world has 
ever done. After a thousand years of agriculture, she has within the last ten 
years, indeed within the last two years, turned from a production preponder- 


antly agricultural to a production preponderantly industrial. In 1913 her 
gross production in industry amounted, approximately, to 8,480,000,000 


rubles, her gross production in agriculture to approximately 11,610,000,000 


rubles. During 1929-30, the former overreached the latter and was, I have 
understood, about thirteen billion pre-war rubles, though I have not yet seen 
the official reports for November 1, 1930. 

Under such circumstances, it is not surprising that there is a lack of an 


adequate supply of industrial skill and technique. Soviet Russia does lack 
these seriously. She has neither experts enough to plan and direct her pro- 
duction nor skilled and seasoned workmen enough to man and operate her 
machines. According to estimates of the Government Planning Bureau, in 
1927-28, she had .67 per cent of university trained engineers, and slightly 
more (.69 per cent) of technicians for each one hundred workers. By their 
own estimate, this is not much over one-half the proportion in Germany a 


the time of the 1925 census. By Gosplan estimate again, Soviet Russia had 
in 1927-28 out of twelve million industrial workers only about 40 per cent 
who were trained to their trade, or what the Russians call “qualified” work- 
ers. With the supply of skill and of technical knowledge so low at the be 
ginning of the Five Year Plan, one can surmise what it might be after twe 


years in which output has expanded between 45 and 50 per cent and what it 
will be at the end of the Five Year Period in 1983 when output is expected to 
treble the 1928 figures 
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Some effort has been made to help make up the deficit by importing 
foreign experts and even skilled workmen from the industrially advanced 
countries, especially from Germany and the United States. A limited num- 
per of highly trained experts have been brought into the country in this 
fashion in many cases, though not by any means universally, with great suc- 
cess. But to bring in skilled workmen successfully and in anything like suffi- 
cient numbers has proved difficult. Judging by reports from the new tractor 
plant at Stalingrad where some three hundred American technicians and 
master workmen have attempted to introduce ten thousand new Russian work- 
ers to the processes and the discipline of tractor production, it may never 
prove practical at all. Obviously skill in Russia must be built up within the 
people. Obviously also it cannot be done merely on orders from the Krem- 
lin. Official estimates are that it will take at least a million and a half more 
skilled workers to man industry properly in 1933 than were available in 
1928, even allowing for certain increases in what in Europe is called ra- 
tionalization, or efficiency methods. 

The methods of training being used are extremely interesting. In the 
first category come the factory schools. Almost every factory operated by 
a state trust has attached to it a factory school where boys and girls from 
sixteen to eighteen years old work four hours a day at the bench or machine 
and study four hours a day on related theory. The period of training lasts 
for two years and the scheme is modeled after German apprenticeship meth- 
ods. In most of these factories, also, young workers, most of them under 
twenty-one at least, are organized into what the Russians call “brigades,” 
groups of learners who build up their trade under the guidance of a master 
workman who acts as teacher. In 1928, in census industries, that is state- 
operated manufacturing industries, employing over two million workers, 
one hundred and thirty-two thousand young people were being trained in 
these various apprenticeship courses, according to the statistics of the De- 
partment of Labor. 

Next comes the Central Labor Institute which operates under the national 
organization of trade unions in co-operation with the labor exchanges and 
the Supreme Council of National Economy. This institute, with bases in 
different localities and different cities, trains young persons, usually between 
eighteen and thirty years old, in mass production methods by carefully sys- 
tematized instruction, based on Taylor and Gilbreth techniques. In 1928-29 
between ninety thousand and one hundred thousand men and women, 46 per 
cent of them under twenty-one, attended these courses and in 1929-80 over 
one hundred fifty thousand were being planned for. The industries served 
by this means, to date, have been the metal and textile trades primarily. The 
courses have lasted on the average about five months. Allowing for a drop- 
ping out of about 40 per cent of the young persons starting the training, the 
official estimate expects about two hundred fifty thousand semi-skilled and 
mass production workers to be prepared by the Central Labor Institute by 
1933, 

Probably most immediately important of all, are the requalification 
courses, as they are called, which we found in every factory. These are 
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composed of groups of workers within the factory attending evening coursg 
both theoretical and practical in nature. These courses were started by the 
factory committee; that is, by the trade union committee elected by the work. 
ers in the factory to co-operate with the management in plant problems, bot) 
for labor protection and for production. They are now assisted by a centra] 
organization known as ‘“Tech-Mass,” that serves as a clearing house for ip. 
formation and organization. 

The writer saw a number of these circles at work. One group of aboit 
sixty young men selected from various factories and gathered twice a week 
at the Central Polytechnical Museum in Moscow, was studying mathematics, 
Across the hall from this group in the same building a more advanced group 


of young men met regularly to study electricity. The building indeed wa; 
filled with young workers every evening studying to improve their technical 
knowledge or skill. Practically all of the institutions of this sort, including 
the clubs of the workers which are conspicuous near every large factory and 
in every industrial district, conducted evening classes of this kind for the 
workers. 

In 1929, in all courses and institutes, according to official statistics, about 
five hundred thousand persons were in training to become skilled or semi- 


skilled; i.e., qualified workers. These figures include those given above for 
the factory schools and the Central Labor Institute courses. 


When it comes to training engineers and technicians, the numbers needed 
are less but the difficulties are greater. The technical high schools are new 
in Russia; the whole type of education that they represent is without back- 
ground in the country and without a basis in experience. Engineering, on 
the other hand, was well established in Czarist Russia. The requirements 


were high and the traditions excellent. The training given was highly theo- 
retical, however, and its application to large-scale production, such as Soviet 
Russia is attempting to build up, is still only partially developed. Moreover, 
the old engineers of Russia were largely members of the aristocracy and 
upper bourgeois classes. They are still only imperfectly adjusted to a social- 


ist or a worker's régime. The engineering schools, therefore, have not found 
it easy to train the new proletarian engineers demanded by the government 
policies. 

In 1929-30 according to the Gosplan figures, there were approximately 
sixteen thousand graduate engineers, seventeen thousand trained technicians 
and about twenty-five thousand practical technicians; that is, men trained to 
their particular work by experience on the job. The Gosplan estimates also 
that by 1933 the country will need approximately sixty thousand engineers 
with university training and ninety thousand technicians with secondary 
school training. It has, at present, according to the same source, twenty-five 
technical and engineering colleges and institutes, with just under fifty thou 


sand students training for various branches of industry, and one hundred 
twenty-three secondary technical schools with thirty-five thousand students 
It will need to graduate 20 per cent a year of its present students to meet 
the requirements by 1933, a very doubtful possibility at the present rate of 
graduation. 
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The competition for engineers and technicians is naturally very keen. 
A great many factories send students on scholarships to the various institu- 
tions. Factories also contract out students; that is, pay them a regular wage 
for a part of their period of study under contract that the student will work 
for them after graduation for a certain number of years. 

The difficulties to be overcome and the methods devised cannot be given 
in so brief a review. Moreover, schemes and plans alone can never solve 
the problem of mass training such as Soviet Russia is facing, unless a vast 
number of people are solidly behind the program, ready to work untiringly 
to carry out the plan as scheduled. Kremlin orders will not suffice. The 
figures that I have given seem to me to be unquestionable evidence that such 
support is being given at the present time. 

Cavin B. Hoover.—The economic and social experiment which Soviet 
Russia represents is the most significant development of our capitalistic era. 
| suppose it is impossible to analyze and weigh this experiment without emo- 
tion. It is usually said that the Soviet régime must collapse because it is 
wicked or that it is bound to be successful because it is ethically superior 
to capilalism. Foreign observers in Russia, if they have reported any de- 
gree of economic success, have usually prefaced the report with a eulogy of 
the new utopia where all men are comrades, and envy, hate, and fear have 
vanished. Other foreign observers have accompanied their tales of the hor- 
rors of darkest Russia by prophecies of the imminent collapse of the Soviet 
economic structure. 

It is probable that I constitute a minority composed only of myself when 
I state it as my considered judgment that the Soviet régime has created a 
new way of life which is further removed from the “good life’ of the utopian 
philosophers than is our present bourgeois civilization, while at the same 
time I recognize the fact that the Soviet economic system has scored some 
impressive successes. 

Soviet Russia is a land in which force and fear reign supreme. Individual 
liberty, freedom of the press, freedom of speech, freedom of conscience are 
non-existent. Bitter and fanatic hatred is officially inspired and nourished. 
No institution or group may exist in Soviet Russia without complete domina- 
tion and control by the Communist Party. The chistka, or “cleaning,” is 
used to root out ruthlessly any signs of opposition to the dominant wing of 
the Communist Party, so that democracy does not exist even within the ranks 
of the Party. The G.P.U. has made of Russia a land where no one is safe, 
and its network of spies is so widespread that no one dares trust anyone. 
For cold and merciless fanaticism on a grand scale the world has probably 
never witnessed anything to compare with the “liquidation of the kulaki as a 
class.” This liquidation involved the dispossession of millions of humble 
peasants and the exile or execution of numberless others. 

Nevertheless this impressive record of fear, force, and terror cannot ob- 
scure the degree of economic success which has been achieved. After the 
heavy discount which one must make when using Soviet statistics, after al- 
lowance for the difference in the base upon which the computation is made, 
even after a further discount on account of the miserably poor quality of 
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product, the record of a 16 per cent increase in industrial production in the 
economic year 1928-29 is impressive when compared with the rate for the 
United States of about 4 per cent. The record of one-fourth of all peasant 
farms collectivized and a harvest which has restored Russia as a factor in the 
international grain market cannot be obliterated by the undoubted fact that 
collectivized agriculture has been forced on the peasantry in the face of their 
desperate opposition 

The great program of capital construction which characterizes the Fiyé 
Year Plan is an interesting answer to the old contention that saving of capital 
under a socialistic régime would inevitably be insufficient. At the same time 


it must be noted that this program has been carried forward in almost com- 
plete disregard for the wishes of the population. The burden of privation 
which the Russian people have had to bear in providing this capital has re- 
quired all their reserve of Asiatic resignation to the inscrutable decrees of 
Fate. 

Vhether the Soviet régime can survive the present difficult situation with 
its acute shortage of consumption goods depends primarily upon the incredj- 
ble capacity of the Russian population to endure strain. If the régime does 
survive we are confronted by the problem of whether our capitalistic economic 
system will be able to make use of the experimental data which is developed 
by the Soviet economic system. The Soviet economic system copies capital- 
istic technique without hesitation. It is to be doubted whether our less cen- 
tralized system can so readily adapt Soviet institutions to its needs. The 
capitalistic system, nevertheless, cannot afford to stand still. For example, 
any schemes for the stabilization of our economy through purely negative ac- 
tion such as the limitation of production would be highly dangerous in view 
of the communist challenge. Our capitalistic system must be constantly able 
to offer a higher standard of living to labor than could be obtained under 
communism if sharp class struggle is to be avoided. 

To an economist it would be desirable if the Soviet régime could carry 
on its experiment with socialism without interference and if eventually the 
world could freely « between the two systems or evolve a synthesis of 
both. It is an ominous thing to consider, particularly in view of the present 
difficulties which b: our world, that such a development is extremely un- 
likely. It appears to me that the survival of the Soviet régime through the 
next two or three years means a beginning, within the decade, of a stubborn 
conflict between communism and capitalism. As I have written elsewhere, 
the only question in such an eventuality is whether the first conflict will 
come on the colonial front of capitalism in India and China or on its western 
front in Germany. The peaceful coexistence of capitalism and communism 
seems to me to be an impossibility. It is interesting to observe that orthodox 
communism insists that this is so, while it is vehemently denied by the non- 
communist friends of Soviet Russia in the United States. 

This is not to say that either communism or capitalism must inevitably 
destroy the other. I do not think it possible to predict the exact character 
of such a conflict, and still less is it possible to predict the outcome. But if 


and when the most pressing of the internal difficulties of the Soviet régime 
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have been liquidated, it is hard to see how external conflict can be avoided be- 
cause of the inevitable differences in the ideals of communism and capitalism. 

Maset Newcomer.—One test of the ability of the Soviet government to 
paintain its program of industrialization is the way in which it finances this 
program. ‘The cost of the Soviet program was close to twenty billions of 
rubles last year. Financing such a program would be difficult in any country, 
but in a country which has never accumulated large capital funds, and is un- 
able to establish any considerable credits abroad, it would seem to be all but 
impossible. The cost of such rapid industrialization is out of all proportion 
to the earnings of the industries already established. It means that all of 
the surplus above the barest necessities of life must go into building for the 
future. The government must be strong enough, or persuasive enough, to 
make the people accept this low standard of living, and to collect the sur- 
plus, wherever it can be found, through taxes, earnings of state industries, 
Joans, or, as a last resort, currency inflation. 

The government’s financial plan is somewhat as follows: Capital for con- 
struction is provided in part through government grants, or gifts, and in part 
through loans from the banks. The proportion of the capital which is given 
outright and the proportion which is merely loaned is determined by the im- 
portance of the industry in the industrialization program. The Putilov plant 
in Leningrad, which is regarded as an essential industry, has been given 
two-thirds of its capital and has borrowed the remaining third. Also, the 
amount of capital which comes from the central and the amount which comes 
from the local government is determined by the national or local importance 
of the concern. 

Once in operation an industry may or may not become self-supporting. 
This is not necessarily a question of efficiency. It may be required to sell its 
product below cost if this seems essential to the development of the plan. 
If this is the case the government must continue to supply funds. In gen- 
eral, however, industries in full operation are expected to be not merely self- 
supporting but also producing a surplus. This surplus goes first to the de- 
velopment of the specific project; i.e., to expansion of the plant, if expansion 
is desirable, to housing (and housing means the building of entire cities with 
water systems, paved streets, sewers, schools, hospitals, clubs, and theaters), 
and to the welfare of the workers generally. Secondly, the surplus goes to 
the central government to be used to subsidize other, and probably new, in- 
dustries. Again to cite the Putilov plant, 25 per cent of profits go to expan- 
sion and to welfare of the workers and 75 per cent to the central govern- 
ment. In time it is anticipated that general governmental functions, as well 
as industrial projects, will be financed directly from the earnings of indus- 
try; but as long as the cost of new construction is out of all proportion to 
the earnings of established industries, taxes and loans must be resorted to. 

No figures are available for the entire twenty billions of rubles expended 
last year; but of the twelve and one-half billions financed by the central 
government, about 42 per cent came directly from the earnings of industry. 
The major part of this revenue was from transportation and communication. 
The railroads, post, and telegraph service are not, however, quite self-support- 
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ing, so that these revenues, and more, are consumed in operating the enter. 
prises already in use. 

The net contributions of industry, after deducting operating expenses of 
public utilities, were sufficient in 1929-30 to meet about two-fifths of the na- 
tional industrialization program. The remainder was met from taxes and 
loans. Taxes contributed nearly half (48 per cent) of the revenues of the 
national budget in 1929-30, enough to support the general government, in- 
cluding the army, all of the industrialization program not covered by direci 
contributions from industry, and grants to local governments. 

Taxes may eventually give way to direct contributions from industrial 
earnings, but they are still a vital part of the national economy. They serve, 
in fact, several functions. First, they produce the revenue needed for the 
industrialization program. Second, they are an important factor in equal- 
izing individual incomes. Third, taxes force the peasants to sell their sur- 
plus product, so badly needed in the cities and for foreign trade. Perhaps, 
also, heavy taxes spare the people the discontent which so frequently arises 
in Russia, and is so incomprehensible elsewhere, of possessing money which 
they are unable to spend because there is nothing to buy. 

Borrowing continues to be an important element in the financial plan. The 
proceeds of loans supplied approximately 10 per cent of the central govern- 
ment’s revenues last year. Part of this sum was used, however, for refund- 
ing, and the total national debt outstanding is less than three-fifths of the 


annual tax revenue. In Germany, a government which, like the Soviet gov- 
ernment, wiped out old debts after the war and began anew (save only for 
reparations), the national debt is at present as large as the annual tax reve- 
nue. The Soviet government’s conservatism in floating loans is, perhaps, 
forced upon it by inability to sell government bonds, but the fact remains 
that the national debt is a modest sum. 

The final and real test of the strength of Soviet finances rests with the 
currency issues. It is difficult to measure inflation under ordinary conditions, 
and it is peculiarly difficult in Russia where the usual tests fail. The 
chervonets is still backed apparently with the legal 25 per cent of gold, 
precious metals, and foreign currency. There is, in fact, a slight margin, 
reported on November 15 to be one million rubles. Only about half of the 
currency, however, consists of chervonets. The remainder is without any such 
backing, and the total currency increased 70 per cent in the year 1929-30. 
Such rapid increase must mean inflation, though with the larger part of 
prices and foreign exchange controlled by the state the usual measures are 
meaningless. 

It is not clear, however, that growing trade will absorb this increase with- 
out too violent a reaction. And in the latter part of 1930 the government ap- 
parently succeeded in reducing the currency in circulation on the one hand, 
and in increasing the gold backing on the other. The change is not large, 


but it indicates that the situation is under control. And it is important to 
note that they anticipate financing the increased expenditures of the current 
quarter of the fiscal year without any increase whatever in the currency. 

In summing up, it should be said that the Soviet budget shows many ele- 
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enter. ents of strength: a large percentage of expenditure for production purposes 
d a growing proportion of income from the earnings of industry; a gradual 
hifting of such taxes as are imposed from articles of consumption to in- 
ome; and a budget which balances without excessive borrowing. Against 
is there is some currency inflation, but as yet this would seem not to have 
tten out of hand. 

Witt1am Apams Brown, Jr.—On April 1, 1980, the Soviet Union under- 
ook at one stroke to abolish throughout what is known in the language of 
oviet Russia as the “socialized sector” of industry and agriculture, that 
ime honored instrument of finance, the bill of exchange. This measure, 
owever striking in itself, was only part of a general reorganization of the 
achinery for the distribution of credit in Russia which has a deeper mean- 
ng. What is known as “credit reform” in Russia has at least three very 
important aspects, and as a whole it is of very great significance to the de- 
elopment of the communist economic machine. These three aspects are: 
(1) The elimination of unnecessary duplication of credit in financing the 
roduction and distribution of goods; (2) the simplification and centraliza- 
ion of financial planning in such a way as to bring the State Bank into the 
very foreground of the economic life of the country and to make it one of the 
most powerful organizations in the Soviet state; (3) the establishment of an 
accounting control and audit over the operations of all state enterprises 
whereby the efficiency and economy of their operation can be continuously 
measured. 
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ly for I wish to consider these three aspects of the Russian credit reform briefly. 
reve- The first aspect of the credit reform is bound up with a general change in 
thaps, HR the organization of production and distribution. Before the change there 
mains was a system of syndicates in the various industries which bought all the 
raw materials for the factories or group of factories, then called trusts, in 
h the a particular “sector” of industry, gave these factories technical advice, and 
itions, took over all their output. This the syndicates sold to other syndicates, 
The special state enterprises, or to the co-operatives. The purchases for the co- 
gold, operatives were made by Centrosoyus which resold the goods to local co- 
argin, operatives, which sold to the final consumer. To illustrate the financing of 
of the production and distribution of goods as it took place under this organization 
” such of industry I shall take the simple case in which all the credit received by 
19-30. the original maker of the goods was paid out in cash in wages and the goods 
rt of passed through the co-operative system and sold to the final consumer for 
are cosh. 

In this case there were four steps in distribution: (1) The factory sold 
with- the goods to its syndicate and drew a bill of exchange on the syndicate. This 
it ap- it discounted at the State Bank, and converted the credit thus received into 
hand, notes to be used to pay wages. (2) The syndicate sold the goods to Centro- 
large, soyus and drew a bill of exchange on Centrosoyus. This it discounted at the 
nt to State Bank, and received credit in account. If the sale of the goods by the 
rrent syndicate and the making of this second draft took place before the maturity 
ont of the first draft, two drafts were outstanding at the same time covering the 
y ele- 


same goods. (8) Centrosoyus sold the goods to a local co-operative, and drew 
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a bill of exchange on the local co-operative. This it discounted at the State 
Bank and received credit in account. If this sale was made before the ma. 
turity of the draft drawn by the syndicate on Centrosoyus, there were two 
drafts outstanding covering the same goods at the same time. If it was made 
before the maturity of the draft drawn by the factory, there were thre 
drafts outstanding covering the same goods. (4) The local co-operative sold 
the goods to the final consumer for cash, and deposited the cash with th 
State Bank, and received credit in account. This deposit involved no ney 
creation of credit, since it was a primary deposit of cash withdrawn from 
circulation. It was merely a conversion of bank note into bank deposit 
credit. Upon the maturity of the drafts held by the State Bank, the struc. 
ture of credit thus built up to finance the passage of goods into consump- 
tion was wiped out. 

Under this method of financing the distribution of goods there was 4 
cumulative building up and a corresponding cumulative tearing down of 
bank note and bank deposit credit. As goods often passed quickly into con- 
sumption, sometimes as rapidly as in two or three weeks, whereas the drafts 
were customarily drawn for three months, this triple expansion of credit 
was often in existence for a considerable period. As a result, the total 
volume of credit required to finance the movement of goods into consump- 
tion was much greater than was thought to be needed. If the value of goods 
coming from the factories had been equal to the value of goods passing out 
of the hands of distributing organizations into consumption, a constant, 
though unnecessarily large, volume of credit would have been employed in 
financing the flow of goods to the consumer. But these two values in the 
very rapidly growing Russian economy were not equal. There was a con- 
stantly increasing volume of goods coming from the factories and hence the 
credit continually being canceled was less than that being created. 

In instituting the credit reform the Russians said in effect, “Let us get 
rid of this complicated system of bills of exchange with its continuous re- 
discounting, unnecessary bookkeeping, and undesirable building up of both 
sides of the balance sheet of the State Bank. It is the consequence of an 
illogical procedure copied from capitalistic countries; namely, the procedure 
of giving credit to the seller who has goods and does not need credit. Let 
us rather give credit to the buyer who has neither goods nor credit. Let the 
credit follow the goods.” The abolition of this system of finance was greatly 
facilitated by a comprehensive reorganization of industry, the chief feature 
of which was the abolition of the syndicates and the establishment in each 
major industry of one great trust or Obiedinenia which assumed all the fune- 
tions of the syndicate and in addition, the active management of all the fac 
tories and groups of factories (the earlier trusts) in each industry. Very 
large units, such as for example, Dnieprostroi, were treated as separate units 
and not included in any of the new trusts. At the same time Centrosoyus be- 
came more and more the merely planning organization for the distribution 
of goods throughout the whole co-operative system. 

The basic principle of the credit reform is to require each organization 
which makes or distributes goods of any sort, including the great producing 
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organizations such as the state farms in agriculture, the trusts in industry 
snd special projects like Dnieprostroi, and the great distributing agencies 
sch as the railways and the co-operatives, to keep an account with the 
State Bank and to provide each organization with a sufficient credit on the 
books of the State Bank at the beginning of each quarter to meet all the 
calls upon it for cash or bank credit during that quarter. As each of these 
organizations deals either as buyer or seller with the others and all have 
accounts with the State Bank, all payments between them can be effected by 
a transfer of credit on the books of the State Bank. The other dealings of 
these organizations are with the public in cash. In the case of the foreign 
trade monopolies, however, which deal with foreign countries the bill of ex- 
change is still used. 

By this reform the use of the bill of exchange throughout Russia, with the 
exceptions noted, was abolished and the pyramiding of credit which resulted 
from it was avoided. As soon as goods pass from one organization to an- 
other, credit on the books of the State Bank moves in the other direction. No 
organization receives credit from the sale of its product before the buyer is 
debited for the purchase. 

The second aspect of credit reform is concerned with the power of the 
State Bank in economic planning. The important question to be answered 
as a result of this credit reform is, ““How much credit shall each of these 
various organizations have at the beginning of each quarter?” And this 
question has really two parts: “How much long-term credit, how much work- 
ing capital, shall it have?” and “How much short-term credit shall it have?” 
The credit reform brings the State Bank forward into a dominant position in 
the economy of Russia instead of assigning to it the passive réle of making 
available whatever credit may be demanded of it by state organizations. 

Under the credit reform the State Bank became the cashier of the whole 
of Russia. The other banks in the Russian banking system became planning 
organizations and distributors of credits and not banks properly so-called. 
This is the case of the Prombank (Long-Term Credit Bank for Industry and 
Electrification) which is the specific instrument through which the State Bank 
allocates long-term credits for industry, of the Communalnibank (Communal 
Bank) which allocates long-term credits for housing construction, and of 
the Vsecobank (All Co-operatives Bank) which does the same for the co- 
operative system. Until the last few weeks when it was bodily taken over 
by the State Bank this was also the case of the Kholkhoznibank (The Fed- 
eral Agricultural Co-operative and Collective Farm Bank) a central bank for 
agriculture which allocated credits to collective farms and financed the 
agricultural co-operatives under contracts arranged with the State Bank. 
These institutions do not have their own banking apparatus and keep their 
accounts with the State Bank. The credits granted by them are not deposit 
credits on their own books but credits on the books of the State Bank. 

The granting of all short-term credits throughout the whole of Russian 
economy is done by the State Bank itself. These credits are granted in the 
form of a line of credit to be available for a specified period in accordance 
with a definite credit plan approved by the State Bank. 
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The amount and distribution of all these credits are incorporated in , 
yearly and a quarterly financial plan for the whole country and do not be. 
come effective until the unified national financial plan is put in force. The 
unified financial plan is drawn up by the Narcomfin (People’s Commissariat 
for Finance) in consultation with the State Bank. It includes the stat, 
budget, the long-terms credit plans, and the credit plan proper. It is 
submitted for approval to Gosplan. The State Bank must agree to it for 
it may involve inflationary policies not desired by the State Bank for modifics- 
tions in the credit plans prepared by the State Bank. Objections by the 
State Bank may be overridden by the government through Sto (The Council 
of Labor and Defense), but the State Bank has a sort of suspensive veto in 
financial matters somewhat analogous to that of the British House of Lords. 

The greatly increased share in financial planning given to the State Bank 
after the credit reform introduces an independent check upon the other plan- 
ning organizations, a very important modification of the whole planning sys- 
tem. This is most clearly seen in the preparation of the credit plan proper, 
which is prepared by the State Bank itself and approved by the Gosplan. 
This plan is based upon detailed financial statements, submitted to the State 
Bank by every planning organization in the Union and showing how much 
credit each will require in order to carry out the tasks assigned to it by the 
general plan of production. The planning organizations include: 

Vesenha for industry ; Narcomtorg for domestic trade, including the whole 
co-operative structure and foreign trade, including the twelve export monopo- 
lies and the importing organizations, for example, the importation of tea 
through Centrosoyus; Narcomput for transport; and also ten others. 

Each of these planning organizations submits a quarterly financial plan in 


which is included in each case the plan of a large number of producing or 
distributing units. Vesenha, for example, presents the plan for all the great 
Obiedenenii or trusts under its direction. Each trust in turn prepares the 
financial plan for each of the enterprises within it. It makes out a form sent 


to it by Vesenha, which is submitted to the State Bank. In this form the 
trust sets forth its budget for the quarter, itemizing its expenditures and re- 
ceipts and showing the need for short-term credit which it expects to ex- 
perience and the long-term credit assigned to it by various sources including 
the budget and the Prombank. Vesenha approves these figures and in- 
cludes them in its general quarterly financial plan mentioned above. But 
this is not enough. The figures of credit included in the plan of each trust 
must be approved in detail by the State Bank before the State Bank will sub- 
mit it to the Gosplan. 


On the basis of figures arrived at in this way the State Bank makes up 
its financial plan which is approved by the Gosplan. In this financial plan- 
ning the same distinction between industries of local, of regional, and of na- 
tional importance is observed as in the general production plan; that is to 
say, the State Bank and Gosplan in Moscow are not called upon to approve 
the financial plan of any industry or other enterprise not considered to be of 


all-union importance. 
The third aspect of the credit reform is concerned with a continuous 
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audit of Soviet industry and trade. The way in which the credit reform 
provides continuous audit of the accounts of Russian economic organizations 
and a measure of the efficiency of Russian production and forces industry to 
endeavor to increase efficiency, can be most profitably considered by an ex- 
amination of a specific example. In calculating the amount of credit which 
any given factory will need during a given period (year or quarter) there 
are three important elements: (a) the amount of finished product which the 
factory is required to produce by the plan of production; (b) the output of 
finished product which it can produce per unit of labor and raw material; 
(c) the prices of raw material and the rates of wages which the factory must 
ay. 
J ‘These are the same elements which enter into the calculation of the price 
which the factory will receive for the finished product, and gears in with the 
general machinery of price determination. Since the amount of the product 
to be produced is known, and the prices of the raw materials and the rates 
of wages are also known in advance, the whole question of what amount of 
credit shall be assigned to the factory, and also what the price which it re- 
ceives for its final product shall be, depends upon the second of these three 
elements; i.e., upon the efficiency of the factory. If it is known in advance 
what the output of the factory per unit of raw material and wages is going 
to be, it is a simple matter of arithmetic to find out how much labor and raw 
material it must have to fulfill its production quota, and, since the prices of 
the raw material and wages are known, to calculate the costs of production. 
The cosis of production being known and the output being known, the price 
of the finished product emerges by a sum in division, for the factory must 
sell its product to its own Obiedinenia at its own cost of production. Both 
the expenditures and the receipts of the factory being calculated in advance 
in this way, it is possible to calculate also the amount of credit which the 
factory will need to provide working capital during the period of production. 

If, under these conditions, the individual factory operates during the year, 
or during the quarter, exactly in accordance with the plan, it will come to 
the end of this period with a balance in the State Bank which can be cal- 
culated exactly in advance. If it operates more efficiently than it is instructed 
to do in the plan it will have a larger balance than that planned for; if less 
efiiciently, a smaller balance. This circumstance gives the planning authori- 
ties an immediate and automatic measure of the efficiency of every factory in 
the Soviet Union. Deficiencies of this kind are subject to rigorous investiga- 
tion. A committee is set up, consisting of the director of the factory, repre- 
sentatives of the workers and of the Obiedinenia. If it proves to have been 
due to defects in material or other causes beyond the control of the manage- 
ment, it is made up from the general funds of the Obiedinenia. If it proves to 
have been the fault of the management, the debit balance is carried forward 
to the next period. If the loss is cumulative, the factory cannot continue to 
get short-term credit from the State Bank, and the debit must be made good 
by an advance of capital by the Prombank. The question is then whether or 
not the fault is in the technical equipment, or in the degree of efficiency ex- 
pected or standards set by Narcomtorg or Vesenha, or in the management. 
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When this question is answered either the equipment is changed or th 
standards of performance are changed or the management is changed. 
The question of credit control is in these various ways intimately connected 
with many important developments in Soviet Russia. It is intimately ¢op. 
nected with the whole plan of fixing prices which involved the fundaments| 
problem of the current accumulation of capital. It is intimately connected 
with the plan for the redistribution of profits of individual industries oye 
the whole field of industry. It is intimately connected with the rise to , 
position of commanding economic importance of the State Bank, as well as 
with the whole system of audit and control of the actual efficiency of opera- 
tion within the producing units of the country. It is, in fact, basic in any 
consideration of the whole financial side of economic planning in a com- 
munist state. 
Pauxt Haensev.—Because of brevity of time and admonition of the chair- 
man I shal] add only a few remarks on the previous papers and make perhaps 
a few corrections. 
We cannot seriously speak about “democratic management” of Soviet in- 
dustry because the Red directors have lately received autocratic powers for 
the operation of industrial undertakings, because experience has shown the 
impossibility of a “democratic management.” The “one-man-power”’ system 
(yedinonachaliye ) is the guiding principle in the Soviet administration. The 
Red directors cannot be hindered any more, in case of dismissals, etc., by the 
opposition of the local communist “cells” or the trade unions, who may only 
appeal to the superior organizations for redress. A Red director is autocratic 
in matters of workmen’s discipline. In the railway service the chief of the 
respective branches of railway administration has even the right to imprison 
for not longer than three months his subordinates for disregard of dis- 
cipline. A station master may imprison his inferiors for not more than three 
days. These orders are made effective immediately by the G.P.U. (secret 
police) and no protests may delay their execution. 
As a result Soviet Russia has made a great and astonishing progress in her 
industrialization policy. Moreover, this is achieved by application of such 
methods as are simply impossible in any capitalistic, industrial nation, be- 
cause trade unions would not permit this exploitation of the workmen. 
Wherever feasible, piece-work wages have been introduced in Russia in order 
to stimulate highest possible output. In order to increase profits of the state 
industry, an extra shift has been introduced and factories work now 21 hours 
a day in 8 shifts. This meant introduction of night work. Sundays hav 
been abolished, the factories working continuously 360 days a year. 

The working class of Soviet Russia suffers from extreme shortage of 
housing, foodstuffs, and textiles, while at the same time the government er- 
ports building materials, foodstuffs, and textiles in considerable quantities 
Being unable to stand the terrible privations, the Russian workmen begat 
to leave their factories in great numbers. To combat this flight, the Soviet 
government has lately introduced severe restrictions. As a rule workmen 
are not allowed to leave their factories now, special black lists being intro- 
duced to prevent changing jobs. Mobilizations of workmen and engineers 
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or the Mave been proclaimed; those refusing the job offered are not allowed to get 


sny other job for six months or are expelled from trade unions or are 


nected MF .riminally prosecuted. This means forced labor. 

Y con- Therefore, I cannot accept the somewhat rosy pictures of the situation 
nental MB ;, Russia which have been presented here. As a matter of fact, the situa- 
nected MM sion is very strained, and the government applies even such methods of ex- 
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ploitation of workmen as are simply unthinkable in modern times in capital- 
istic countries. On the other hand, there is such an enormous waste, poor 
quality of production, and inefficiency in the execution of this great five-year 
program that we are correct in asserting that the Soviet government has not 
shown the superiority of a socialistic order in comparison with the achieve- 
ments of the advanced capitalistic countries. 
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TRUSTIFICATION AND ECONOMIC THEORY 


By Myron W. 


New York University 


The first stage in the study of special problems in any field of scienc 
is one of intensive application to the concrete facts which have develo 
the “problem” characteristics of the particular subject matter. They 
facts have to be explored, canvassed, classified, analyzed; in short, 
somehow digested. ‘They must be first found and then ordered int 
“patterns.” Only by such classification or arrangement can they be 
come a part of the general body of knowledge in the field to which they 


un 
relate. It is, as a rule, only after a long period of fact-finding and fact- me 
interpretation that the students of a special problem feel the impulse or th 
justification for venturing to reconsider the basic framework and prin- pr 
ciples of the science in the light of what they have learned from their tel 
researches. ‘This tendency to postpone the examination of the general ce 
theoretical significance of the results of special branches of study is fm lin 
perhaps more marked in the social sciences than it is in the physic co 
sciences. In economics, in particular, these special branches of thf at 
science deal with immediately practical problems, and for at least tw i di 
reasons this tends to prolong the period of absorption in fact assembly Mm th 
and analysis. First, because it makes most special economic problem —im 0 
“live issues” of current action and policy, which, to say the least, doe th 
not encourage theoretical inquiry into their bearing upon the shape ani Hi 0 
scope of the science as a whole. Secondly, because whatever may be th fm is 
fruits of cultivating these special and practical branches of study, it is te 
always possible and generally easy to interpret any incongruity be fi 
tween them and the general body of accepted doctrines as arising from sl 
peculiar, ephemeral, or adventitious factors. Far from calling into n 
question the validity of the orthodox body of economic theory, the ap- 
pearance of unassimilable facts is likely to be set down to sporadic 8 
circumstances or these observed results may be regarded simply « d 
“sports.” I 
It seems not improbable that the occasion for a re-examination of get- t 
eral principles awaits the accumulation of a sufficient number of thes ’ 
“bad fit” cases, or even incongruities, and exceptions, from variou' 
special branches of study to challenge the integrity of the main theoretr 


cal principles of the science. It is likely that only with the confidence 
drawn from a wide-spread sympathetic urge can the cultivators o 
special fields of study gain the requisite strength of purpose for under 
taking to reverse the direction of their inquiry, so that it shall lead not 
from orthodox theory to special problem, but from new discovery to old 
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doctrine. In this connection, it is significant that students of the busi- 
ness cycle have latterly been turning their attention to the question of 
the extent to which the incessant fluctuations which they have been in- 
vestigating reflect upon the verity of economic laws derived from as- 
sumed static conditions. In this paper, we propose to essay a similar 
inquiry into the bearing of our knowledge of concentration tendencies 
in business organization, a knowledge which has been accumulating from 
special studies of the problem by many students over two generations, 
upon the presuppositions and the conclusions of economic theory as 
currently propounded. 

At the outset, it may be permitted us briefly to recount how, as we 
understand it, economic theory in general explains the market adjust- 
ments which are supposed to give the direction to, and to determine 
the outcome of, all economic processes and activities in a private enter- 
prise system. Unless we mistake, the approved explanation runs in 
terms of a mutual balancing of independent forces. There are con- 
ceived to be operating in every economic process opposing forces which 
limit one another and at some point reach a condition of complete 
counterpoise. This point of stable equilibrium is not often predetermin- 
able, but this is only because of lack of knowledge of the specific con- 
ditions. Moreover, the adjustment seldom remains fixed for long, but 
the equilibrium of forces is continually tending to be re-established 
nevertheless. What we would stress about this conception is not so much 
the conflict of interest, interest being merely another term for an eco- 
nomic force, but the matter of the point of mutual check. The point 
is the point! Every economic adjustment or transaction is supposed 
to be fixed, or more accurately is supposed to have a tendency to be 
fixed in a certain way, or on definite terms and these terms are the re- 
sultant, not of any arbitrary will, but of conflicting forces achieving a 
mechanical equilibrium. 

Moreover, the conception is not simply of a balance being somehow 
struck between the forces of demand and of supply working in contrary 
directions in particular markets, considered as isolated situations. 
Rather, throughout the entire economic system there is posited a condi- 
tion of mutual tension such that no change can take place anywhere 
without affecting in some degree the adjustment of forces in every other 
part of the system. This idea of mutual tension and interdependent bal- 
ance, be it emphasized, affords the key to the explanation of all price phe- 
nomena, unless we misinterpret modern economic theory. For the doc- 
trines of marginal utility, on the one hand, and of marginal cost, on the 
other, simply have no significance, that is to say, contribute nothing to 
the understanding of price-fixation, if interpreted in terms of supposed 
feeling magnitudes in respect to specific wants or specific exertions. It 
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is only as relatives—in other words, only in reference to possible alter. 
natives—that the utility or the cost of anything has meaning, and that 
marginality can be conceived. But this leads directly, of course, tp 
the conception of pervasive equilibrium, the master key of economi 
theory. 

In line with this manner of reasoning, the whole economic process js 
conceived to be subject to an automatic governance, and what is true of 
the whole is true of the parts—so we have been taught. When it is said 
that the value of any good is fixed by demand and supply, for example, 
these forces are not thought of, in a market sense, as being subject to 
voluntary control. ‘There is no suggestion here, of course, that eco- 
nomic theory excludes human will or judgment from the influences af. 
fecting supply and demand. Far from it! No more is suggested than 
what would unquestionably find general acceptance; namely, that neither 
demand nor supply in a market is amenable to willful or arbitrary con 
trol. In a competitive market, each of these forces represents the ag. 
gregate expression of a number of human decisions to act in a certain 
way in certain premises, and no single will is conceived to be capable of 
affecting, save marginally, the total force given expression on either side 
of the market. Even in a monopolistic market, while the supply is con- 


ceded to be subject to manipulation to a limited extent, the monopolist 
is considered bound to act in accordance with certain rules. Inescapable 
principles of economic behavior constrain him to seek the maximum nel 
revenue, we are assured. Consequently a monopoly price is no more the 
chance outcome of human caprice than a competitive price. In short, in- 
terest, not will, rules no less in monopolistic than in competitive mar- 
kets, and as these two types exhaust all possible economic adjustments, 
according to general theory, there is no place anywhere for an arbitrary 


outcome. Choice may, as Professor Fetter declares, be the fundamental 


fact in economics, | is individual choice to which he refers, and no 


one would be more insistent than he, we are confident, that individual 
choice does not determine any market value. Most economists, certainly, 
would be much more inclined to contend that market values determine 
individual choices than vice versa. 


Theory, in sum, has taught us that in an exchange society every eco- 
nomic good must have a determinate value, and that these values, or 
prices, are fixed, under any given set of conditions, by a process of nego 
tiation, bargaining, and adjustment of numcrous independent forces. 
Changes in the conditions occur, it is admitted, but adaptation is pro- 


*The phrase “monopolistic market” as here used bears the usual connotation of 
a unilateral monopoly, generally a monopoly of supply. The extraordinary case of 
bilateral monopoly, or barter, is not subject to the same conclusion, as Edgeworth 
first showed, a half century ago, in Mathematical Psychics. In that unique case the 


terms of exchange transactions are, within wide limits, altogether indeterminate. 
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vided for automatically through marginal adjustments. On the side of 
demand, these are accomplished through diversion of consumer purchas- 
ing power; on the supply side, through a shifting of productive re- 
sources. A similar line of reasoning explains the fixation of wages, in- 
terest rates, profits, and rent. It is a commonplace, of course, that all 
prices and all distributive shares are mutually related in an interde- 
pendent system. But it is not invariably recognized that this connotes 
just what we are endeavoring here to emphasize: that prices and in- 
comes are opaque, objective, impersonal derivatives of market conditions. 
Economic theory leaves no place for arbitrary manipulation. Indeed, 
the scientific character of the study is believed to hinge upon this ca- 
pacity of economic analysis for excluding the personal equation from all 
that takes place in the economic process.’ 

Now if the study of modern business organization during the past half 
century has established anything it seems to us to be that economic ad- 
justments are not, actually, made as theory teaches. The direction of 
demand, the distribution of resources among industries, even the level of 
incomes are now substantially determined, and tend more and more to 
be determined, with the progressive concentration of industrial control, 
by the deliberate, calculated decisions of individuals and groups of in- 
dividuals, in whom happens to be vested the management of modern in- 
dustry. These men exercise a discretionary power in business affairs. 
But it is not a consequence of any piratical designs or predatory schemes 
such as were vehemently ascribed to them in the old days of “trust- 
busting.” Nor is it, as their apprehensive apologists have tried to con- 
vince us, a consequence of exceptional merit or foresight on their part. 
It is simply that the technical requirements of modern industry impose 
an ever-expanding scale of organization, and under a system of private 
property and free enterprise some fortunate individuals are bound to 
fall heir to the power which this concentrated organization engenders. 

We shall endeavor to establish this thesis by reference to experience 
in three spheres, in which, as it seems to us, recent developments have 
most signally marked the departure of economic practice from eco- 
nomic theory. We shall first examine the relations of the modern busi- 
ness unit, i.e., big business, to its employees; secondly, its relations to its 


*The problem of the indeterminateness of market adjustments has recently come 
in for extensive probing by economists abroad, particularly in England. The discus- 
sion seems to have been precipitated by Piero Sraffa’s article on “The Laws of Return 
under Competitive Conditions,” Economic Journal, XXXVI, 535. See also: A. C. 
Pigou, “The Laws of Diminishing and Increasing Cost,” ibid., XXX VII, 188; L. Rob- 
bins, “The Representative Firm,” ibid., XXXVIII, 387; J. Schumpeter, “The Insta- 
bility of Capitalism,” ibid., XXX VIII, 861; H. Hotelling, “Stability in Competition,” 
ibid. XXXIX, 41; M. Dobb, “A Sceptical View of the Theory of Wages,” ibid., 
XXXIX, 506; D. H. Robertson, G. F. Shove, and P. Sraffa, “Increasing Returns and 
the Representative Firm: A Symposium,” ibid., XL, 79; L. Robbins, “The Conception 
of Stationary Equilibrium,” ibid., XL, 194; and J. R. Hicks, “The Indeterminateness 
of Wages,” ibid., XL, 215. 


Diiaterai monopoly, or barter, 1S not Subject to the Same conciusion, aS Lagzewurl® the R 
first showed, a half century ago, in Mathematical Psychics. In that unique case the of St 
terms of exchange transactions are, within wide limits, altogether indeterminate. of W 


58 American Economic Association 


investors ; and finally its relations to its customers. Stated otherwise, we 
shall inquire into the position of labor, the position of investors and the 
position of consumers in an economic system characteristically organized 
and conducted along big business lines. Preliminarily it may be well to 
explain that the discussion throughout will relate to big business pri- 
marily, rather than to monopolies, either corporate or collusive, as such, 
We think that an egregious mistake has been made by special students of 
the trust problem in attempting to maintain a clean-cut distinction be 
tween monopolies and large-scale competitive business units. It is almost 
as bad as the common neglect of another distinction, and a far more vital 
one, between combinations by fusion (mergers) and combinations by 
agreement (pools or cartels). The question of the possession of monop- 
oly power as a test of economic righteousness or viciousness seems to 
us to have been much overstressed, and now to be definitely outmoded. 
Instead of devoting ourselves to quibbles over the precise definition of 
monopoly and to subtle refinements in the tests of monopolistic power, we 
shall do much better, in my opinion, to recognize the obvious fact that 
neither pure monopoly nor perfect competition is ever encountered in 
actual practice. The essential fact seems rather to be that under the 
machine technique the productive and marketing activities in modern in- 
dustries as a whole, in some more than in others but in all to a great ex- 
tent, cannot economically be carried on save in very large units.* And 
by “large” we mean of a capacity adequate to provide for a substantial 
percentage of the total effective demand in the market. Moreover, when 
this situation is generalized, as it is rapidly becoming, the co-ordination 
of these specialized branches of big business becomes increasingly impera- 
tive. Their interdependence becomes too vital to countenance the prac- 
tice of leaving their harmonious functioning to the chance outcome of 
David Harum bargaining. In other words, it is the size of business units, 
not necessarily productive plants or establishments but corporate en- 
tities, which should engage our attention, and this because the increas- 
ing size of the units has so far enforced a reduction of their number in 
most fields of production as to preclude that spontaneous marginal ad- 
justment of supply and demand through the independent action of num- 
erous producers in various lines of trade which real competition re 
quires, and which as we have seen “equilibrium economics” presupposes. 

It has long been recognized, by economists no less than by labor lead- 
ers, that the individual workman is deprived of any positive influence in 
the determination of the terms and conditions of employment under the 
so-called factory system of modern industry. Acting alone he is prac- 
tically forced to accept the wages and working conditions offered him. 


*Cf., the analysis of a closely related aspect of this development in “The Sig- 
nificance of Industrial Integration,’ by Lawrence K. Frank, Journal of Political 
Economy, April, 1925, XX XIII, 179. 
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e, we [MEilis alternatives are so few and the employers’ alternatives are so numer- 
1 the Mious, that even though the employers’ reservation price on the job be 
nized [high the wages may readily be fixed at a level approaching the work- 
ll to Hman’s low reservation price on employment. This was true even early in 
pri- [the development of the factory system, long before the emergence of 
such. Metrusts and mergers. But the spontaneous growth of militant trade 
ts of Munionism through the nineeteenth century and the resulting development 
n be Mof collective bargaining seemed to most economists to furnish if not an 
most Jadequate at least a stop-gap substitute for the free competition 
vital [Band equality of bargaining power on both sides of the labor mar- 
s by [ket which their theory of wages called for. Some were even prepared to 
nop- defend a marginal productivity theory without reliance upon the ex- 
18 to Mtrancous force of collective bargaining. For them the growing disparity 
oded. HBbetween the number and the unit-power of employers on the one hand 
m of Mand of employees on the other was of no significance. But neither from 
r,we [the standpoint of logic nor from that of experience has their contention 
that PBjustified itself to many economists of the present generation. 
od in For a time, however, in these two ways economic theory was spared 
r the HB the mortification of conceding that one of the principal price facts it 
nin- MBsought to explain (i.e., wages) was not actually determined in the ob- 
t ex- HB ijective, mechanical, impersonal, and, above all, determinate way that all 
And other price adjustments were conceived to be made. But we have lat- 
ntial @terly added to our experience facts which do not permit us, I submit, 
when [to accept this substitute theory with complacency. First and fore- 
ation Hi most the agency upon which the effective pursuit of collective bargain- 
yera- Ming depends has been declining. Not only has the membership of trade 
yrac- unions shown an absolute decrease since the war, but even more has 
1¢ of PP their militant spirit flagged and their prestige diminished. Many have 
nits, Mattributed this development to the advance of the machine technique, 
with the attendant displacement of manual skill. We should not dispute 
reas) MB the significance of this factor, though we would point out that trade 
er in MP unionism continued to thrive during the pre-war period when the mecha- 
| ad- MB nization of industry was going forward steadily, if less spectacularly 
num- than in recent years. 
1 re- To our mind, however, a factor equally, if not more significant in ex- 
oses. plaining the weakening of trade unionism is the persistent and pervasive 
lead- expansion of industrial consolidation. We have witnessed in the past 
ce in decade a remarkable revival and extension of the merger movement. 
r the It has carried big business into new fields, and by piece-meal absorption 
rac: it has consolidated and fortified the position of the dominant leaders in 
him. many of the older industries. Especially noteworthy has been the growth 
mA of great investment companies and investment trusts in close alliance 


with established banking houses and insurance companies, by means of 
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which the extension of minority control over a wider area of the whok am has 
field of industry has been facilitated. These financial ties have bound MMM uni 
to a geater or less extent all the major industries into what might per. IMM veh 
haps be best described as a business guild. There is not even an approach fim age 
to complete proprietary unification. Not even as a tentative ideal has MM sug 
that half-baked notion been entertained for a moment, we may be quit: fa alo 
sure, by the hard-boiled realists who have been syndicating business. Bui MMM the 
what is being achieved, and what is from the present standpoint equally mm ent 
efficacious, is an actual and conscious solidarity of business interests, tio! 
which finds expression at the minimum in common basic lines of Policy MM uni 
such, for example, as employment strategy. wel 
How has this movement towards concentration of control affected MME suc 
the position of labor? The outstanding result so far as labor is cop. ] 
cerned has been to increase its dependence upon the employer. Just af pr: 
the introduction of the factory system weakened labor’s bargaining iim ket 
power, a weakness which the development of collective bargaining by jim reli 
trade unions was never able completely to offset, so the expansion of thf cor 
merger movement has still further reduced labor in the necessity of tak- (im lim 
ing what is offered in the job market. The progressive concentration off °C 
industrial control has made the theory of the marginal adjustment of fm wa 
wage rates in an open labor market still more of a quixotic delusion fim of 
than it was under the simple factory system characteristic of the middk (im tus 
nineteenth century. It has even tended to devitalize trade unionism it (i Ye 
self. And that in two ways. In the first place, it has enhanced stil i cet 
further the disproportionate bargaining power of those on the demani im fr 
side of the labor market. Whereas under conditions of what we marfim 4! 
call again the simple factory system of scattered, large-scale, but inde Hy 20 
pendent plants, it was possible for a well-organized trade union to exert fm ‘a! 
a considerable leverage upon any single employer to bring him “into line’ Hm Y« 
with the majority of the industry, under present-day merger and chain (im {01 
organization the employer can and does present a solid front in everrfmm th 
section of the market. This circumstance and the attendant ability iam ha 
to meet a strike threat in one plant by expansion in, or transfer of Mm 42 
operations to, other plants, has substantially undermined the bargaining fim th 
capacity of trade unionism. The powerlessness of trade unions tm” 
meet the concentrated bargaining power of wide-flung industrial cor Him P" 
solidations, with still more wide-flung “financial connections,” is iri 
dicated by the general absence of labor organization in the industne Him P¢ 
in which mergers have established their dominancy. We suggest thatit iim In 
is by no casual coincidence that collective bargaining is most effectut fix 
in such fields as the construction industry, the clothing trades, and th he 
printing trades—the very fields in which the merger tendency has bet pl 
least conspicuous. On the other hand, wherever business consolidation Wi 
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whok ME has developed very far we find a corresponding subsidence of trade 
bound MME unionism, as in the iron and steel industry, the baking industry, the 
it per. IMM vehicle industry, the tobacco industry, and the glass industry. Here 
roach ME again, a caution may be inserted against misinterpretation. We are not 
“al has ME suggesting that the appearance of mergers in these fields of industry 
© quite ME alone accounts for the decline of trade unionism and collective bargaining 
. ButMi there, or even that mergers per se are characteristically and belliger- 
qually ME ently anti-union. But we do insist not only that the underlying condi- 
‘erests, tions which favor the rise of mergers also disfavor the growth of trade 
policy fm unionism, but also that the development of mergers is itself a factor 
“EB weighing against effective collective bargaining and thereby against 
fected successful unionism. 
is con- In the second place, by so much as the employer, through the merger 
Just asm process, has on the one hand been relieved of the fear of having his mar- 
zaining ime ket undercut by a low-wage-paying rival, and on the other hand been 
ing by fmm relieved of the necessity of out-bidding a genuine competitor for his 
. of thee complement of labor, he has become more conscious of the very wide 
of tak. limits of discretion left him in the fixation of the wage contract. This 
tion of fe “consciousness of power” has been revealingly exhibited recently in many 
nent off ways, but always in such manner as to “take the wind out of the sails” 
lelusin fe of labor organizers. Perhaps it is shown most convincingly by the ac- 
 middk me tual wage policy which has been generally followed during the past few 
nism it Me years. Despite a steadily mounting unemployment in manufacturing 
ed stil EE centers wage rates have not declined. They even continued to advance 
demand fe from 1922 up to the close of 1929. Now in a normal market, free of 
we mam arbitrary manipulation, such as economic theory treats of, wages are 
at inde fe not boosted in the face of an oversupply of labor. Wages we have been 
to exert EE taught are adjusted according to the conditions of supply and demand. 
to line’ ME Yet obviously this has not been true in practice. Orthodox economics af- 
d chain fe fords no sufficient explanation for the course of the labor market since 
in eversfame the war. For it will not do to ascribe the advancing wages, as many 
ability fm have done, to increased productivity of labor, resulting from better man- 
asfer offs agement and the introduction of improved machinery. We should be 
‘gaining the last to deny that there has been a general and remarkable progress 
ions te 2 industrial technique in recent years. In a first-hand investigation of 
ial cor fae Productive efficiency we have found that in a group of eighteen manufac- 
? is ir fe ‘uring industries the increase in output per labor hour over a four-year 
dustrie fe Period exceeded 20 per cent in nine instances, or half the total number. 
t that it Mae Jn one industry, an increase of over 100 per cent occurred within a 
-ffectul me ve-year period. The survey made by the Federal Department of Labor 
and the fms 22s shown equally striking results. But these facts do not help to ex- 
has beet plain the increase of wages, for there is nothing in them to indicate at 
idation fe "hat cost of substituted productive factors the mounting output per 
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labor hour has been obtained. Clearly, the increase in the efficiency 
of utilization of labor is far from representing a net gain. The capity 
costs substituted for labor costs may not be of equal magnitude but they 
certainly do provide a substantial offset. Moreover, regardless of hoy 
extensive may be these deductions from the apparent gains in labor pr. 
ductivity, the employers need not and in a freely competitive industria) 
system would not check the employment of labor by keeping up or eve 
advancing wages. Indeed, so long as the labor displaced is not eg 
where absorbed, and to the extent that the increased product of labor 
is not offset by other expenses, there is a direct and powerful urge for 
any employer in a competitive system to increase the volume of his en. 
ployment. And what is to the interest of any one is to the interest of 
all providing they act severally. How then, we repeat, can orthodox 
economics account for the steady restriction of employment accompany. 
ing wage advances? 

From the present standpoint the most likely clue to this riddle seen 
to lie in the wide-spread subscription to the “high wage prosperity’ 
doctrine. Employers a generation ago would have been shocked, indeed 
horrified, we believe, at the spectacle of leaders of their own group pro- 
claiming the principle that the welfare of their class was dependent upor 
paying wages higher than may be immediately necessary, in order that 
their markets may be protected by sustained consuming power. Surely, 
such a theory is the height of absurdity in a truly competitive, or nego- 
tiative, economy where market adjustments are made through variation 
in marginal increments. Under such circumstances neither would the 
necessities of consumer purchasing power require, nor would the con: 
petitive pressure upon production costs permit, this deliberate distriby- 
tion of wages in excess of the necessary minimum. 

The identical situation (growing out of discretion in fixing terms of 
work) also accounts, we suggest, for a great part of the so-called welfar 
activities of employers. It is universally recognized, of course, that thes 
are not a simple, magnanimous gesture of generosity. But it is not % 
generally appreciated that the root source of this whole development lie 
in a gradually emerging awareness that the directors of modern indus 
try have such a discretionary power in the management of the system 
that they cannot escape responsibility for its preservation. It will no 
longer do for them to say that wages and working conditions are beyoné 
their control—that they are factors of which they must take account 
but which individually they cannot influence. Such evasion would k 
fatal in the face of the incontrovertible facts. So it is that personnd 
management is rising to a professional status, and executive respons: 
bility in this sphere is achieving a business rank co-ordinate with that 
of the administration of finances, sales, production, and accounts. 


I 
has 
the 
indt 
con 
in 
holc 
trol 
Wit 
tens 
ant 
as 
aba 
as 
Inve 
tra 
( 
pre 
era 
tro 
are 
pos 
ma 
fun 
of 
an 
aS] 
effe 
dis 
pri 
ac 
mu 
or 
pe 
tri 
of 
SU] 
of 
du 
by 
bu 
cu 


Trustification and Economic Theory 63 


iciency In its relationships with investors, the modern unit of big business 
capital Jmhas also undergone a metamorphosis parallel to and comparable with 
at they HMM the change in employment relations. The increasing concentration of 


industrial control has created corporate units too vast in size and too 
complex in structure to permit of even a pretense of active participation 
in shaping the policies of enterprise by the majority of their stock- 
holders. The fundamental tendency of divorce of ownership from con- 
trol is not new, of course. It is as old as the joint-stock company. 
With the introduction of general corporation laws and the rapid ex- 
tension of corporation finance came a gradual recognition of the import- 
ant change which was taking place in the relationship of the capitalist, 
as such, to business enterprise. Still, economic theory was loath to 
abandon the traditional conceptions of independent, individual saving 
as the source of capital, conscious, competitive selection of avenues of 
investment, and either continuous assumption of risk or definite con- 
tractual distribution thereof in the management of capital funds. 

Only latterly, one may say since the war, is it becoming generally ap- 
preciated how much the volume of capital itself depends upon the delib- 
erate decisions, not of many scattered savers, but of the few who con- 


t upon fm trol the destinies of great corporations. And these decisions obviously 
or that Mare not based, as they were formerly supposed to be, upon thrifty dis- 
Surely, ME positions and calculations of economic security. They are based pri- 


marily upon a judgment of the effect of the provision of more or less 


nege- 

jation MAE funds upon the prosperity of the industry and the successful operation 
ild th Meo! the corporation. These considerations are not identical obviously, 
e con- ae and it would be of some interest to trace the significance of this single 


aspect of the fundamental change which the evolution of big business has 
effected in the methods by which the economic process is conducted. 

Of perhaps even more importance, from our present standpoint, is the 
disappearance of prudential choice of investment opportunities by enter- 
prising capitalists. No longer, characteristically, do individual capital- 


stribu- 


rms of 
welfare 
t these 


not so Me accumulators survey a wide field of industrial projects, submitted by a 
ent lies (AEE Multitude of ambitious entrepreneurs, and embark their savings on one 
indus fe Or another according to an enlightened judgment of their relative pros- 
systen fe pects. It was in this way that economic theory counted upon the dis- 
will no fe “bution of industrial resources to take its proper direction, the burden 
beyond fmm of risk, on the one hand, and the chance of gain, on the other, being 
ccount ME Supposed to direct social savings in the right channels. But instead 
yuld be im of this, today we know that the decisions upon the building of new in- 
rsonnd (ame CUstries and the expansion or contraction of old industries are made 
spons: fe YY those who manipulate the finances of the corporate units of big 
hh that MP business. Their power in this respect is practically unlimited. And the 


custodians of this power, thanks to the progress of the institution of 
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investment banking and the development of investment trusts, have ly. 
come fewer and fewer in number, thus facilitating common action. 

As a careful student of recent tendencies in corporate finance hy 
shown, it has not been necessary for those who exercise the ultimay 
power of management in modern business units to rely wholly upon th 
quiescent attitude of a scattered multitude of small stockholders or up 
such questionable and cumbersome devices as voting trusts, holding 
companies and communities of interest established through investmey 
trusts.* These things have been and still are utilized, of course, to, 
prodigious extent. But the charter-mongering mania of sovereign statg 
has provided an equally efficacious and far simpler means of assuring, 
substantially unchecked and irresponsible management of corporat 
finances by a smal! minority of the capital contributors. Space does not 
permit an adequate description of the various ways in which the struc 
ture of corporations has been adapted, not only to the extension of 
unified control over wide areas of industry, but also, a fact which is not 
so generally recognized and which is from the present standpoint mor 
important, to the establishment of a dependent relation between th 
majority of owners and the privileged minority. It must suffice here ty 
enumerate, simply, some of the ways in which this has been accomplished 

(1) By provision for non-voting stock, which participates in risk and 
in income, though each of these is subject to the absolute control of 1 
board of directors not accountable to the holders of such stock but 
responsible solely to the holders of the small fraction of the total out 
standing stock having the voting privilege.* 

(2) By the charter authorization of the issuance of non-par stock 
by the board of directors upon such terms as the directors judg 
proper and to such parties as the directors think fit without prior offer 
of ratable participation in the new issue to the holders of outstandix 
stock.® 

*See: A. A. Berle, Studies in the Law of Corporation Finance, Chicago, 1928. Tx 
situation in England appears to be in many respects less disquieting than our om 
Cf., B. C. Hunt, “Recent English Company Law Reform,” Harvard Business Revics, 


VIII, 170, January, 1930 
5A. A. Berle, op. cit., Chap. III, and cases there cited. 


*Upon this crucial point the following three recent cases go a long way towaris 
making the directors’ power over intercorporate, proprietary relationships practically 
irresponsible. Perhaps the extreme position was reached in the third case cited, i 
which it was succinctly stated (p. 61): “It being no-par stock the amount of cor 
sideration received for it is of no moment.” 


Hodgman vs. Atlantic Refining Co. 
300 Fed. 590 (1924) 


13 Fed. (2d) 781 (1926) 
20 Fed. (2d) 949 (1927) 
Bodell vs. General Gas and Electric Co. ( Del.) 
182 Atl. 442 (1926) 
140 Atl. 264 (1927) 
Finch vs. Warrior Cement Co. (Ala.) 


141 Atl. 54 (1928) 
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(3) By the charter authorization of the negotiation by the board of 
irectors of binding transactions on behalf of the corporation in which 
ne or more members of the board of directors have a private adverse 
nterest.” 

In specific ways like these has the legal structure of the corporation 
ccommodated itself to the exigencies of business concentration. But 
-e would emphasize that this line of development only carries further 
nd makes more explicit the basic tendencies that were already evident 
efore the renewed outbreak of the charter-mongering fever in recent 
vars. In particular, the perpetuation of ‘stockholding minorities in 
bsolute control of corporation affairs through the wide distribution in 
mall lots of the capital stock is a more significant feature of the situa- 
ion than is commonly appreciated, yet it is practically inevitable under 
he conditions of modern corporate enterprise. Quite regardless of any 
cliberate changes in the corporate structure designed to concentrate 
xecutive control in fewer hands, this ubiquitous feature of corporate 
rganization enables a few financiers to exercise a practically irre- 
ponsible management of whole fields of industry. They can determine 
‘ithin wide limits, through control of accounting policies, not only the 
mount of current net income but also the time and manner of its dis- 
isk an/fMtribution.* They can sell stock in anticipation of bad reports, issued 


It might perhaps well be added that while the opinions in all these cases (as well 
as others which might be cited) abound in verbose declarations of the necessity of 
good faith, and even of the existence of fiduciary responsibility, it is seldom indeed 
hat these principles are given effect. Such judicial declarations may not be entirely 
perfunctory, but an examination of the cases will convince any normally prudent 
person that they should not be accepted at much above their face value. 

Thus in the Hodgman case, supra, the principle is stated (13 Fed. (2d) 781, 788): 
“It will thus be seen that, while an arbitrary sale of the same issue of stock at 
different prices to different persons would not be sanctioned, such differential sales 
will be sustained, if based on business and commercial facts which, in the exercise 
of fair business judgment [whatever that may mean!], lead the directors to follow 
such a course.” The equivocal character of this formulation of the rule was well 


ck but 


al out- 


r stock 


28. Ti Mmedemonstrated in the instant case by a decision sanctioning the sale of no-par stock 
our own feo the defendant at $8 per share, though it was concurrently being sold to a bankers’ 
Review syndicate at $16 per share and resold to the public at $19 per share—a transaction 


which the trial judge, with all the facts before him, stigmatized as “deliberate fraud” 
(300 Fed. 590, 598). 


towards "A. A. Berle, op. cit., Chap. II, and cases cited. 

actically *The leading case upholding the doctrine that, except in so far as expressly and 
cited, i clearly negatived by contract or statute, every right and interest of share-holders in 
of con Migect earnings is dependent upon the decisions of the directors, so long as their discretion 


is exercised in good faith, is: New York... R. R. Co. vs. Nickals, 119 U.S. 296 (1886). 
The doctrine has recently been rigoreusly applied in: Wabash Ry. Co. vs. Barclay, 
280 U.S. 197 (1980). Moreover, the implications of the rule have not been overlooked 
by the courts. They recognize the risks involved in granting a carte blanche to 
directors to manipulate corporate finances practically as they choose, but true to 
tradition they naively admonish investors to be guided by caveat emptor. 

Consider, for example, the closing remarks of Judge Learned Hand of the Circuit 
Court of Appeals in a dissenting opinion in the Wabash case, supra, quoted with 
approval by Justice Holmes in reversing the lower court decision: “I agree that 
directors, who generally hold common shares, may be induced to starve the preferred 
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only upon their authority, and they can buy stock in anticipation of 
good reports, issued likewise solely upon their authority.” They can 
declare dividends or they can withhold dividends, when earned, at thei 
discretion.** They can fix salaries and commissions at substantially any 
level they consider fit, in their own interests."* Owing to the reluctance 
of the courts to inquire into the motive of decisions made in directory’ 
meetings, when the directors at least nominally represent the interest; 
of all stockholders, and owing to the apathy of small stockholders, ther 
is a constant opportunity to manipulate corporate finances so as to 
profit most those with inside information. 

Out of the foregoing circumstances it has come about that, as a class, 
investors are now substantially in the same dependent position relative 
to the managers of the corporate units of big business as the employee 
have long been recognized to be. What we would emphasize is that the 
distribution of corporate net income is actually determined not by a 
majority of the owners of a business, but by a constantly narrowing 
minority. In sum, the concentration of real managerial power in modem 
industry, under the joint influence of the merger tendency and recent 
tendencies in corporate organization, has vested a discretionary power 
in a comparatively few hands, not only over business policies but over 
financial policies. And the upshot of all this concentration of power is 
that investors, within wide limits, are paid upon their capital whatever 
the financial managers of big business think it wise to pay them. At 
the maximum, of course, dividends cannot exceed net earnings. They 
cannot, at least without violating legal obligations, be paid out of con- 
tributed capital. At the minimum, they must be sufficient, having in 
view the whole field of investment, to attract capital. Taking one in 
dustry with another, stockholders must be accorded a share in corporate 
earnings adequate to maintain their interest in and loyalty to the system 


shares in the hope of greater earnings from an increased capital, eventually taking 


form in greater common dividends. . .. But preferred stockholders, as well as 
common, accept the situation; the law has long advised them that their rights depend 
upon the judgment of men subject to just that possible bias. . . . Courts must not 


be blind, but the correction of possible injustices may come at too high a price’ 
(30 Fed. (2d) 260, 268) Verily! Too high, that is to say, for those who might is 
that event be constrained to sacrifice some arbitrary power. By such sophistry did 
another judge long ago in a far country absolve his tribunal of all responsibility for 
what might happen from the abdication of its essential function. 

*For a flagrant instance of such inside manipulation, which, though challenge, 
went substantially unpenalized, see: Backus vs. Finkelstein, 23 Fed. (2d) 531 (1924) 

® See cases cited in footnote 8, supra. An even greater range of discretion in the 
board of directors over the disposition of net earnings appears to have been cout 
tenanced in Collins vs. Portland Electric Co., 12 Fed. (2d) 671 (1926). 

Cf., contra, Bassett vs. Cast Iron Pipe Co., 75 N.J. Eq. 589 (1909), and Day 
Cast Iron Pipe Co., 95 N.J. Eq. 389 (1924); affirmed 96 N.J. Eq. 698 (1924). 

4See: Wellington, Bull and Co. vs. Morris, 280 N.Y.S. 122 (1928); also, Witte 
vs. Le Veque, 244 Mich. 84 (1928); and Thayer vs. Valley Bank, 276 Pac. 526 (1929). 
Contrast: Union Discownt Co. vs. Mae Robert, 234 N.Y.S. 529 (1929)—a veritable 
Ponzi case; and Davis vs. Pearce, 80 Fed (2d) 85 (1929). 
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of private investment for profit. But between these maximum and mini- 
mum limits, the discretionary manipulation of corporate income goes on 
unchallenged and unhindered. The typical stockholder, like the typical 
employee, depends upon the generosity and integrity of a privileged 
group of industrial magnates with whom he has no direct dealings, much 
less any personal acquaintance, for his share in the product of industry. 

Finally, the consumer also has gradually fallen into a more and more 
dependent position relative to the managers of big business. Consumer 
choice has always, of course, been limited by the technical requirements 
of production. The range of technical possibilities in fabricating, or 
working up, the raw materials provided by nature is not indefinite. Even 
within the range of potential alternatives as to just how goods should 
be made up, producers have, we may suppose, commonly exercised some 
discretion, with a view to their own needs. But it was a fundamental 
conception of classical economic theory, still retained by most of its 
modern expositors, that consumption guided production. If a producer 
did not select the type or style or flavor or size of product which the 
consumer chose to buy he was destined to “fail,” i.e., receive an in- 
adequate return for his “pains,” or his lack of pains, and his passing, 
we were assured, would be well deserved. Only if each producer set 
himself the task of discovering or, if need be, of divining the consumers’ 
wants, and correctly solving the problem, could he succeed. ‘The di- 
rectors of production were supposed to be operating on parole under 
a sentence of death, terminable at will by the jury of consumers. Re- 
adjustments of the production program were admitted to take place 
from time to time, but these were supposed to be invariably in response 
to “changes in demand.” And changes in demand, moreover, were con- 
ceived to come about through individual choices, sporadically and spon- 
taneously, affecting the market at any given time only marginally. 

We know now how slender is the basis of truth upon which great prin- 
ciples may perhaps not be originated and given wide currency but at 
least be retained in scientific orthodoxy long after their accuracy as 
broad generalizations has vanished. It has taken years of big business 
experience to teach us, if indeed we are yet taught, that production is 
not directed in response to demand but that producers “create demand.” 
Consumers are manipulated, even as dough by the baker.** Their choice 
is directed first to this design, then to that. Purchasing power never 
before expended in a given direction is made to flow thence by the 
millions. One brand of cigarette tobacco succeeds another as frequently 
as slogans wear out. From Omar to Fatima, to Luckies, to Chester- 


“There may be some exaggeration in this analogy, but before it is rejected on 
that ground we urge a consultation of the following: Hazel Kyrk, A Theory of Con- 
sumption, Boston, 1923, particularly Chapter V; and Collis Stocking, Advertising and 
Economic Theory, a manuscript shortly to be published. 
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fields, to Camels, to Old Golds the jaded taste of the smoker is drive, 
in an unending chase. And the consumer is neither hunter nor hound, 
only the nimble hare. ‘Toothpastes, hair tonics, automobiles, heating 
plants, refrigerators—all are “sold” today. They are no lo 
“bought.” ‘The demand for each product must be “awakened,” we ay 
told, before sales volume can be achieved. But in all this, the only cop. 
cession to a venerable economic theory is an occasional terminologi 
one. ‘To describe the process of demand manipulation as an “awakening’ 
is, of course, a mere felicitous falsification of the facts. Who suppose 
that the demand for oil burners was only dormant until it was arouse 
by the clarion call of the petroleum industry? Who supposes that th 
housewife harbored a subconscious wish for an electric refrigerator prior 
to the producers’ urgent appeal to dispense with the old ice box?™ Th 
fact is that common sense should long since have led us to be skeptical of 
the economic theory that demand is a positive, directing force in 4 
system of production such as that by which we now live. Only a blind 
devotion to principle can explain our neglect of the obvious facts. 

The medium by which the consumer has been subdued, it is almost 
trite to add, is advertising. And the essence of advertising is th 
standardization of consumer taste. This was an inevitable outcome of 
the enlargement of productive units. And the further the tendency 
towards combination and concentration of control has advanced th 
more requisite has it become to eliminate spontaneous self-expression in 
the market demand. ‘This can only be done by guiding consumer choic: 
into definite channels and holding it there until the slow accumulation of 
lethargy or irritation among consumers indicates that the continued 
upkeep of that channel will be more costly and less profitable than th 
deflection of demand into a new channel. The achievement of an ever 
more standardized demand, making possible an ever larger volume of 
output from a single productive unit, and thereby a closer control of 
the whole economic process, depends upon factors which are by no mean 
constant in all fields of industry. In some lines the advertiser can 
cultivate habits which, once formed, may with slight effort be kept 
in full force and vigor practically indefinitely. It is even possible unde 
the skillful technique of habit formation for consumption choices to be 
so set, or fixed, as to be transmissible from one generation to the next 
without appreciable assistance from outside intervention. In the presen! 


* It is, of course, besides the point in the present connection whether such demané 
manipulation is on the whole beneficial or the reverse. But the question opens up 
wide range of theoretical as well as practical inquiry. See J. Viner, “The Utility 
Concept in Value Theory and Its Critics,’ Journal of Political Economy, XXXII, 
638. He asks, for example (p. 650): “Is it not probable . . . that the moder de- 
velopment of aggressive salesmanship is tending to increase the disparity betwee 
desire and satisfaction, and that commodities pushed by intensive methods of selling 
are overdesired in comparison to the satisfactions they will yield ... ?” 
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drive, MEE state of our knowledge it would perhaps be rash to risk any generaliza- 
‘ound: AEtion as to the boundaries of this particular field of demand cultivation. 
eating MBAs an illustration, though, we would suggest that the demand for soap 
longer fm appears to be amenable to this type of manipulation. Doubtless many 


better examples might be given, but it suffices here to observe that the 
establishment of settled habits of consumption is the ideal solution of 
the problem of demand-control for many producers. In certain lines, 


ening’ however, this ideal is so far unattainable, on account of ineradicable 
ppose fm human traits, that the advertiser is compelled to take account of this 
roused ME circumstance and, “swimming with the current,” actually resist habit 
at thf {formation. In all those innumerable lines of consumption where fashion 
+ prior Mand style hold sway, the capture of a large outlet and therewith, we 
+ "The ME note again, the realization of a large output, is contingent upon success- 


ful changing of consumer demand; not upon stabilizing it. Here ad- 
vertising is not less indispensable than in the field of habit formation. 
But it serves the same function in a different way. The one criterion by 
which the efficacy of all types of advertising must be judged is control of 
demand. If through cultivating fashion and style changes the producer 
can anticipate trends of demand, he can assure himself of outlets for 
a large volume of output. And that is enough. That alone satisfies 
the requirements imposed by concentration of control in productive units 
of ever larger compass. 

The upshot of the development of advertising on a national scale and 
of the intensity characteristic of present-day campaigns is that the 
consumer in his turn, like the employee and the investor before him, has 
come to eceupy a position of tutelage to the managers of big business. 
The latter, through their trained lieutenants, select for him his cigar- 
ettes, his breakfast food, the cut of his clothes, the color of his shirt, the 
design of his motor car, the material for his home. They even determine 
the size and contents of his newspaper, and the nature of his radio en- 
tertainment. It is futile to protest that in all these instances a given 
individual may reject any particular article or service and avail himself 


ume of 
trol of 
means 
or cal 


> kept MM of an alternative more to his liking. It is true, of course, that there is 
under J hardly any type of consumption good of which there are not numerous 
to be ME brands or styles or “makes” in the market. But the significant and 
e next J ncontrovertible fact is that in the mass the great body of consumers 
yresent fie ‘Oday do not exercise a free and spontaneous choice of products for con- 
ee sumption. They take what is offered them, provided only the producer 
ns ups ME 22S been astute enough in managing his sales campaign not to tread 
Utility HS upon any of their tender susceptibilities or fixed prejudices. That there 
ern de Jae ©’ Many enterprisers astute enough to do this, that within wide limits in- 
between 


‘erest and approval can be won for previously unwanted goods, is suffi- 


selli ‘ 
_* ciently demonstrated by the constant growth and intensification of adver- 
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tising itself. If it did not pay, certainly it would not be used on th 
colossal scale it is employed today. But this can mean only one thing: 
that advertising does influence, create, restore, maintain, in a word deter. 
mine consumer demand, in a substantial degree. The consumers, at least 
a sufficient number of them, buy what they are told to buy, so that it js 
no exaggeration to state that what they consume and how much of any 
particular type of product they purchase is prescribed by those wh 
manage the productive mechanism. 

We have only one word to add relative to the dependent statis of 
consumers in the contemporary economic system. It may be objected 
that their dependence is not specifically to the managers of big business, 
and that the increasing concentration of industrial control has not, a; 
such, any direct connection with the loss of real freedom and inde 
pendence of choice among consumers. But if, as we have earlier sug: 
gested, the pointless issue of monopolistic power be laid aside, and at. 
tention concentrated upon the increasing size and decreasing number 
of productive units in most fields of industry, we think it must bk 
admitted that the growth of intensified, national, producer advertising 
has been closely bound up with the evolution of giant combines, or big 
business. And the connection is probably more as effect than as cause. 
However that may be, it is certain that without a steady concentration 
of productive power, without the growth of big business, it simply would - 
not have been financially possible, let alone profitable, to have cultivated 
the arts of salesmanship as they are today being cultivated. A business 
organization has to extend its facilities of production and distribution 
over a market area as wide at least as the potential market it is culti- 
vating, and it has to count upon a substantial share in the total effective 
demand there, before it can afford to conduct an intensive campaign of 
demand manipulation covering the whole territory. In a word, national 


advertising awaited the consolidation of productive units into organi- 
zations of national and even international scope. The merger movement, 


therefore, fulfilled the indispensable prerequisites for the development of th 
the economic dependence of consumers, through high-pressure sales- m 
manship. 

If the thesis advanced at the outset has been maintained by the fore 


going argument it would seem that there is ground for a general and 
thorough-going revision of economic theory. The “Economics of Enter- 
prise,” to borrow the trenchant title of a masterly exposition of the 
science as it stood in the pre-war days, has served its generation. The 
time is ripe for an “Economics of Stewardship.” The facts no longer 
permit us to characterize the economic system, in terms of the planetary 
system according to Copernican theory, as an autonomous system of 
numerous independent forces held in equilibrium by mutual tension. The 
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ynits of the economic system are no longer primary centers of energy. 
From the standpoint of control, they are passive, not active, agents in 
the economic process. In sum, we have evolved, while hardly aware of it, 
a controlled economic system. The processes of production and con- 
sumption do not go on automatically, adjustments taking place continu- 
ously and spontaneously through minute variations of supply and de- 
mand in what might be called the marginal ebb and flow of the market. 
Today, productive, distributive, and consumptive processes alike are 
consciously and deliberately manipulated by those who control the great 
aggregations of resources which are the most striking and distinctive 
feature of the modern industrial system. 

The situation which has just been sketched may not readily be com- 
pressed within any set formula. It cannot be adequately represented 
in all its aspects and implications by a single diagram, conventional or 
otherwise. Nevertheless, for illustrative purposes, we venture to present 
two simple graphs exhibiting the effects of the conditions we have been 
analyzing upon the pricing process of an ordinary commodity. The 
solid lines, black and red, are the demand and supply curves respectively 
of traditional analysis. The checked black line is the demand curve 
showing the effect of arbitrary manipulation through advertising. 
Within the middle range of prices demand tends to become more inelastic 
--the demand curve is given a more nearly vertical slope. People would 
not buy less Quaker Oats, for example, at twelve cents a package, or 
appreciably less at fifteen cents, than at ten. The checked red line is 
the supply curve, showing a bulge at one extremity from the influence 
of other considerations than immediate gain tending to induce an ex- 
pansion of supply and a bulge at the other extremity from the influence 
of other considerations than cost limiting supply. The net effect is to 
perpendicularize the supply curve, also, within what might be called a 
normal zone of price fluctuation. It should be explained, particularly 
in connection with the second graph showing diminishing cost conditions, 
that these supply curves are neither competitive supply curves, nor 
monopoly cost curves, but what may, perhaps, best be described as non- 
competitive or quasi-monopolistic supply curves.“* They include, in other 
words, differential profits. 


“It should be emphasized, perhaps that for instant purposes the peculiar shape 
of the checked SS curves is not less significant than their composition. What we are 
endeavoring to stress is not the importance of the precise degree of absence of com- 
petition or limitation of monopoly (Cf., E. H. Chamberlin’s study of “Duopoly: 
Value Where Sellers Are Few,” Quarterly Journal of Economics, November, 1929, 
XLIV, 63). That problem while closely related to our own is yet distinct, for reasons 
stated below. It is significant, however, that the conclusions reached by the leading 
members of what may be called the English mathematical school in reference to the 
determinateness of price when sellers are few lend substantial support to the con- 
clusions here expressed. (See: F. Y. Edgeworth, Papers Relating to Political 
Economy, London, 1925, I, 111-142; Alfred Marshall, Principles of Economics, 8th 
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The general result, it is evident, is that price becomes indeterminate, 
within the range F-G. Thereby, too, and to that extent it becomes syb. 
ject to arbitrary manipulation. In the degree that this sort of situation 
is generalized, the conventional method of explaining price-determing. 
tion is rendered substantially obsolete. The whole paraphernalia of 
competitive price analysis, including the marginal utility principle, the 
principle of diminishing productivity, and the principle of substitution, 
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(1) E.g., intensive advertising. 

(2) E.g., acceptance of a temporary reduction (sub-marginal) return upon in- 
vested capital, in order to cultivate good-will for the company or its products, 

(3) E.g., payment of high (supra-marginal) wages in order to placate wage- 
earners for loss of their independence, or in order to maintain consumer purchasing 
power. 


Cuart I 


become more or less pointless. To avoid exaggeration, however, it should 
be observed that these tried and trusty tools of our craft have a sharp 


ed., London, 1920, in particular p. 897, but also Chap. XIV and Appendix H; A.C. 
Pigou, Economics of Welfare, 1st ed., London, 1920, pp. 232-84.) But the essence 
of the changed industrial situation to which we are directing attention is that by 
merger, association, and affiliation of trade interests there has come about not simply 
“conditions of monopoly” here, there, and somewhere else, but such a general, con- 
prehensive community, concentration, and interlocking of capitalistic interests both 
within and among the major industries that even the tenets of the theory of monopoly 
are no longer applicable. For plainly this is not a situation in which the monopolist 
can afford to act as economic theory always presumes he will act, viz., pursue his 
maximum advantage. There is a responsibility upon the directing heads of this 
vast, interrelated industrial organization which is altogether different from the re 
sponsibilities of any single monopolist. They hold in trust, as it were, the capitalistic 
system of business enterprise, and they cannot be indifferent, therefore, as a lone 
monopolist well might be, either to the direct and tangible effects of their decisions 
(upon others) or to the indirect and imponderable consequences. 
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inate, ME cutting edge still. Only their usefulness has been greatly diminished, 
8 sub- Mebeing in fact restricted for practical purposes to the extreme zones of 
lation MM price variation above and below the range of price indeterminateness ; 
mina- ic., outside of the range F-G. 

lia of It may well be added here that in all this there is no occasion for, and 
e, the Mo intention of, challenging the validity of the settled principles of 
ution, orthodox theory. What is challenged is only their applicability to the 


erations 
neces- forces tending fo 
fan below 
ginal net cost as 
‘market es 
‘uration. 
market. 
D’ 
Cuart II 
on in- The explanatory notes inserted on this chart are not intended to suggest the 
presence of different factors from those indicated in the explanatory notes on Chart I. 
wage B® They represent simply an alternate formulation, or description, of the factors which, 


hasing as it seems to us, neo-classical economics has tended to neglect. 


hould My *tual situation today. In reference to the assumed conditions, as well 
sharp indeed as in reference to the practical experience in nineteenth century 
_— §@ industry from which they were largely derived, they are unassailable. 
A.C. Bi But they are applicable only with severe qualifications and restrictions 
at by (0 other conditions than those they premise, and these other conditions 
simply i are those which now confront us. 

; both In these circumstances, it is submitted, if we are to have an economic 
opoly HM science which is more than a Cartesian tautology, which, indeed, analyzes 
ue his Me °2 explains the actual facts and provides us with a means of mastering 
f this them, we must abandon the classical hypotheses of individual initiative 
alistic ME Dd free exchange. If an historical model for the new economics is to 
a lone HR be sought, it may be found, we suggest, in a system of economic thought 
vith roots even deeper in the past than those that trace back to the 
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Wealth of Nations and the Tableaw Economique. Mercantilism, y, 
cameralism, furnishes the analogy and the foundation for our own “Reo, 
nomics of Stewardship.” It posited a completely integrated, a full 
controlled, a self-sufficient economic order administered by a singj 
authority. The cardinal assumption from which every branch apj 
principle of mercantilist theory proceeded was that the mass of men ay 
incapable of successful initiative, and it must be confessed that in fa, 
so long as they were treated as wards, they did seem to be in need of 
guardians. Unless we mistake, for good or for ill, that is precisely the 
direction of contemporary tendencies in industrial development. I jt 
be true that after an era of intense individualism and eager self-reliance 
we are ready at last to recognize again the fallibility and insufficiency of 
the ordinary human individual in looking after his own interests and 
mastering his own destiny, then by all means let us institute at once th 
necessary means of social protection and guidance. But there was om 
feature of cameralism, perhaps to some minds its most significant feature, 
a feature certainly which colored all its doctrines, with which it is possibk 
we may dispense. ‘That was the presumption that the authoritative 
administration of the economic process should be in the interests of thos 
who exercise the authority. Or perhaps it should rather be said that 
the presumption was that a management of affairs for the benefit of the 
managers was most conducive to the strength and welfare of the whol 
order. Speaking from a purely objective, unbiased point of view, it 
appears by no means certain that this cardinal doctrine of cameralism 
will prove ill-adapted to modern social and economic conditions. But 
it is at least possible that the principle may not work today, and so on 
pragmatic grounds require rejection. That is one of the problems which 
a revivified economic science must solve. 

If an analogy closer in time be sought for this new economics it should 
be manifest enough that it may be found in Russian communism. In 
the Soviets, economics is an applied science. In the United States it is 
in the main, today, only a theoretical discipline. But unless we mistake, 
the only vital difference between their concrete situation and ours is that 
they have established a controlled economic order by conscious imposi- 
tion, while we have evolved a controlled economic order by a blindly grop- 
ing reorganization of industry. Naturally the process of concentration 
of control has not gone as far here as it has there. But though the ter- 
dency has not been so completely fulfilled, in our case, the tide of events 
is evidently running in the same direction. From the standpoint oi 
progress in the reconstruction of theory, however, economics is in 4 
superior position in Russia to its position in this country. The self- 
conscious and fully sanctioned exercise of a discretionary power in the 
management of the industrial system makes the Soviets an ideal labora- 
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tory for the testing and verification of the principles of a regulated 
economy. Our own faltering and tentative efforts up to now to grapple 
with the problem of establishing standards and principles for the fiduci- 
ary administration of an integrated industrial system seem puerile, 
indeed, in comparison. 

It is no part of our present purpose to attempt even in the slightest 
measure to overcome this handicap by essaying positive contributions to 
the laws and corollaries of a realistic “Economics of Stewardship.” This 
paper will have served its purpose if it awakens a realization of the need 
of undertaking such a reconstruction of economic theory. But we cannot 
forbear suggesting that two possible lines of development appear open 
in these circumstances. Economics might, at best, become something 
more in the nature of a physical science.” It might approach economic 
problems from the standpoint primarily of real costs and real satisfac- 
tions. This would involve the formulation of definite, objective stan- 
dards for the measurement of welfare and of effort.*® Presumably these 
would be based primarily upon physiological data, but if ethical con- 
siderations persisted in intruding themselves, as we fancy they would, 
there is no reason for shunning the resulting complexities. We can 
see no alternative but to face them. Such studies as those by Amar, 
Lee, and Bennett in reference to productive activity and such studies 
as those by Kyrk, Hobson, and Nystrom in reference to consumptive 
activity would indicate the starting points of economic inquiry. In 
connection with every economic problem the decisive considerations bear- 
ing upon the “solution” would still be those of optimum advantage or 
minimum cost; but the advantages and the costs would be reckoned in 
terms of concrete physiological reactions instead of in terms of erratic 
and ephemeral human judgments. 

On the other hand, economic theory might, at worst, develop in the 
direction of a mere adjunct to business administration. Its starting 
point in every inquiry would, in such case, be furnished by psychological 
data. It would occupy itself with the human factors fixing limits of 
tolerance, directions of interest, and in general potentialities of manipu- 
lation. A new theory of wages, for example, would pay less attention 
tomarginal productivity and would seek to find the theoretical basis for 
a voluntary fixation of wages which would at once maximize output 
through furnishing adequate incentive and sustain productive operations 
through maintenance of adequate consumer purchasing power. Such 
considerations, which under a bargaining economy could have had only 


“This seems to be the anticipation of Wesley Mitchell. See his paper on “The 
Prospects of Economics” in The Trend of Economics, New York, 1924, p. 31. 

*Cf., the paper on “Economic Welfare” by F. C. Benham, in Economica, June, 
1930, No. 29, p. 173, wherein the need for objective standards in economic analysis 
is stressed, but the possibility of finding any such definite standards apart from or 
Setter than a multiplicity of indicia is doubted. 
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collateral significance, come to have, under a regulated economy, pri- 
mary importance. The prospect of such a man-Friday relationship 
to business as a pursuit of studies along this line must involve cay 
hardly be alluring to economists who trace their intellectual linea 
through Marshall, Jevons, and Ricardo to Smith. But what is yw. 
palatable to some may be savory to others. De gustibus non disputan. 
dem est. J 
Such, as we foresee it, will be the alternative courses for economi 
inquiry when economic theory comes to be reconsidered in the light of 
what has been learned from the study of the concrete facts of the ip 
dustrial combination movement. In conclusion, we would only add that 
if in the course of this paper we have now and again seemed to suggest 
that there was nothing worth salvaging in the old economics, it was only 
because of a perhaps overzealous intentness upon establishing the need 
of its restatement. Much of economic theory as currently formulate 
has, indeed, outlived its usefulness and deserves a decent requiem. But 
if the “Economics of Stewardship” does not spring from the loins of the 
old science and bear a filial resemblance to its parent, nevertheless, on 


economist will be genuinely surprised. For a new generation of a science 
can no more come into being “on its own” than can a living organism. 
Contemporary economic thought will substantially survive in the future, 


even as classical economics lives on in the economic science of today. 
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THE PERSISTENCE OF THE MERGER MOVEMENT 


By L. THorp 
Amherst College 


What effect did the crash of 1929 have upon the merger movement? 
Had there been any unusual trend towards consolidation during the pre- 
ceding period of prosperity? Do periods of prosperity or depression 
make for the concentration of industry? Or do mergers come and go 
regardless of the business cycle? Is there any perceptible long-time 
trend? 

In the hope of finding some sort of answer to these questions the author 
continued a statistical study of the merger movement begun in connection 
with the report on Recent Economic Changes, prepared by the National 
Bureau of Economic Research, Inc. The basic data consist of the 
records of virtually every merger or acquisition which has received public 
notice.’ Some consolidations may never have been mentioned in the 
public press or the trade journals. Doubtless many transfers of con- 
trol are kept secret. However, there is no reason to believe that journal- 
ists are more astute at one time than at another, or that business men are 
more secretive. It is therefore a fair assumption that the record here 
ven indicates the basic trend and marked changes in direction, if not 
the absolute or exact amount of the merger movement. 

The tabulation was not as simple a matter as might first appear. 
There is no question concerning the inclusion of a merger where several 
erstwhile independent concerns have passed into the hands of a single 
corporation organized for the purpose. Many acquisitions vary from 
such a merger only in the fact that some one of the old concerns persists. 
But there are many cases which appear on the surface to be eligible but 
vhich must be excluded. Mergers of subsidiaries are but changes in 
form. Acquisitions of plants only, or of defunct concerns, are not 
real consolidations. The purchase of a branch or a subsidiary from some 
other enterprise does not further the concentration of industry. In 
deciding whether a corporate change meant that a merger or acquisition 
had taken place, the criterion used was, “Has there been any concentra- 
tion of control? Are fewer concerns independent as the result of the 
event?” The data presented are called the “net number of concerns 
disappearing” and represent the reduction in the number of independent 
enterprises in operation as the result of mergers or acquisitions. 

It is unfortunate that no measure of the merger movement can be 
obtained other than in terms of the number of concerns involved. The 
merger of two large enterprises, such as Autostrop-Gillette or Seth 


"These are conveniently brought together in the elaborate clipping collection of 
‘orporation news and gossip published by the Standard Statistics Company. 
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Thomas-Western Clock is of less importance in the totals than th 
merger announced at Bivalve, New Jersey, of six oyster packing co. 
cerns into the Port Norris Oyster Company. The study has hey 
restricted to concerns engaged in manufacturing and mining. (op. 
solidations with foreign enterprises are not included. Mergers wit) 
or acquisitions of selling or distributing organizations are also excluded, 
although this tendency has been marked in recent years. 

Not too much confidence can be placed in the timing of the mergen 
as indicated in the record. The date on which the announcemen 
reaches the public is sometimes well after the date of actual merging. 
On the other hand, many mergers are reported as completed when th 
stockholders’ vote has not yet been taken. However, these time vari. 
tions are probably not significant inasmuch as the tabulation is by 
quarterly periods. 

The results are as follows: 


Net Number of Concerns Disappearing? 


Quarter 1919 1920 1921 1922 19238 1924 
I 57 209 184 86 84 110 
II 82 186 99 53 67 71 
III 147 188 80 82 44 87 
IV 125 166 122 76 105 85 
Total 438 760 487 809 311 368 
1925 1926 1927 1928 1929 1930 
I 124 286 161 197 849 193 
IT 104 236 247 315 395 236 
III 127 171 220 242 312 155 
IV 175 146 2138 274 160 163° 
Total 554 856 870 1,058 1,245 747 

* For more detailed description of the method used, see Recent Economie Changs, 

I, 181-3. 


* Estimated after December 10. 


It is a most interesting statistical record. All the things that a statis 
tician glories in, are present. There is a secular trend, a cyclical move 
ment, and a pronounced seasonal fluctuation. 

I suppose the first reaction of an individual not familiar with the 
developments in this field to this statistical display would be to inquire 
how such a degree of consolidation is possible in the country of the 
Sherman Anti-Trust Law, the Bureau of Corporations, the Clayton Act, 
the Federal Trade Commission, the “big stick” of Roosevelt, and thor 
sands of board feet of antitrust plants in party platforms. The truth 
of the matter is that the Supreme Court has played a practical jok 
on the legislators. 


NUMBER OF CONCERNS 
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The Sherman Act was passed in 1890 as the result of widespread fear 
hat the competitive system was threatened by concentrations of wealth 
and power. It was emphatic and unqualified in its statement that 
“every combination . . . in restraint of trade or commerce ... is. . . il- 
egal... . Every person who shall monopolize, or attempt to monopolize 

_any part of the trade or commerce . . . shall be guilty of a mis- 
demeanor.” After a first decision in 1895* which appeared to give very 


lergers MMB |;ttle scope for the operation of the law, the Supreme Court through 
cement # . <crics of decisions greatly extended its application. This trend reached 
er ging, 
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Changes its culmination in 1904 in the Northern Securities case,’ in which the 
scope of the law appeared to be so far-reaching that the promotors of 
. consolidations became frightened. It seemed that every combination 
statis HM of concerns which had been erstwhile competitors was illegal And the 
| move HMM structure was no defense, since the Northern Securities Company was 
a holding company, authorized by its state charter to own stock. This 
ith the decision was undoubtedly one of the leading factors in checking the 
inqui consolidation movement then exceedingly active. 


of the This strict construction of the law was modified in 1911. The Stand- 


on ae ard Oil Company and the American Tobacco Company were both dis- 
wae solved,® but in the decisions, the Court indicated that a new basis for 
e trut 


‘United States vs. E. C. Knight Co., 156 U.S. 1 (1895). 
al joke ‘Northern Securities Co, vs. United States, 198 U.S. 197 (1904). 
‘Standard Oil Co. vs. United States, 221 U.S. 1 (1911); United States vs. Ameri- 
tan Tobacco Company, 221 U.S., 106 (1911). 
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judgment would be considered henceforth; namely, whether the cop. 
bination operated to restrain trade unreasonably or unduly. The sig 
nificance of this new interpretation to the merger movement is furthe 
emphasized in the Steel Corporation case’ in which the Court held tha: 
“the law does not make mere size an offense or the existence of unexerte 
power an offense.” ‘This new position of the Supreme Court is succinctly 
restated by Colonel William J. Donovan, erstwhile assistant to the at: 
torney general in charge of the Anti-Trust Division of the Departmen} 
of Justice: “It is believed that consolidations may in some degree cor. 
rect the evils of destructive competition and that it [the movement] 
represents an effort to adjust the relations between production and 
consumption, supply and demand. It is when these consolidations at- 
tempt to eliminate competition, to enhance existing prices, and to ex- 
ercise permanent control in the industry that they constitute violation 
of the law.”* ‘The shifting emphasis in the interpretation of the Sherman 
Act from form and size to behavior, has greatly lessened its influenc: 


as a limiting factor on industrial consolidations. Professor Watkin 
states: “It is highly significant that in recent years not a single advers 
decision has been rendered requiring the dissolution of an actually 
functioning business merger.” 

At the same time that the Court holds this attitude towards busines 
entities it has taken quite a different attitude in effect, towards agree 


ments or combinations among separate business units. In 1921 two de 
cisions against trade associations appeared to limit decidedly the ac- 


tivities of even such group organizations. In 1925 further decisions 
laid down the principle that the extent of their co-operation might be 
to “meet and discuss . information and statistics without, however, 
reaching or attempting to reach any agreement or any concerted action 
with respect to price and production or restraining competition.” 

But the problem still remained as to whether the rule of reason which 
had been applied in interpreting restraint of trade under the Sherman 
Act since 1911 might not also apply in these cases. If the behavior of 
a single large concern was to be judged according to its reasonableness, 
might not the same criterion apply to the behavior of trade associations 
or groups of concerns? ‘This suggestion was tested in the Trenton 
Potteries case.*° ‘The court said in part: 


That only these restraints upon interstate commerce which are unreason- 
able are prohibited by the Sherman Law, was the rnle laid down by the opir- 


* United States vs. I ed States Steel Corporation, 251 U.S. 417 (1920). 

® Address at the Annual Convention of the National Paint, Oil and Varnish 
Association, Inc., Atlantic City, New Jersey, October 28, 1927. 

* Myron W. Watkins, “The Sherman Act: Its Design and Its Effect,” The Quarter 
ly Journal of Economics, Nov. 1928, xliii, 1. 

* United States vs. Trenton Potteries Company et al., 278 U.S. 392 (1927). 
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the com. MBions of this court in the Standard Oil and Tobacco Cases. But it does not 
The sig. a follow that agreements to fix and maintain prices are reasonable restraints 
is further (end therefore permitted by the statute merely because the prices themselves 
held that me" reasonable. . . . The power to fix prices, whether reasonably exercised 


ornot, involves power to control the market and to fix arbitrary and unreason- 


— able prices... .. Agreements which create such potential power may well be 
wera held to be in themselves unreasonable or unlawful restraints, without the 
to the at: necessity of minute inquiry whether a particular price is reasonable or un- 
‘partment easonable as fixed. 


gree cor- 


ovement] fe The claim of the manufacturers was that prices to the public could be 
tion anjiMlower under the agreement than otherwise. The decision forbids the 
ations at. MMact per se, excluding the consideration of its reasonableness or not. 
nd to ex-fMmin general, the acts which come under this decision as unlawful are 
Violations NE those of price agreement, output restriction, and division of the market. 
Sherman The bearing of these two lines of legal decisions upon the merger move- 


ment should now be clear. As the law stands at the present time, con- 
cerns may merge and as a result follow a uniform price policy, organize 
their marketing as a single unit, and allot their production among the 
various plants. But if they endeavor to do any of these things by an 
agreement among themselves while maintaining their individual existences, 


influence 
Watkins 
le adverse 
actually 


; busines; Ne they run afoul of the law. The courts judge the individual concern on 
ds agree- the basis of its actual behavior, the confederacy on the basis of potential 
1 two de- ME misbehavior. A single concern will of course have a uniform price and 
y the ac- Me production policy. But concerted action by several concerns, even if 
decisions fae the sum total of them is less than the single company, and even if the 
might be ultimate result of the action will be beneficial to the public, will neces- 


however, 


ed action 


sarily reduce competition and is therefore unlawful. Seldom can one 
find as interesting an example of judicial interpretation of the law 
operating to further the condition at which the law was originally aimed. 

But it was the intent of the Clayton Act to bolster up and render 
more effective the Sherman Anti-Trust Law. How has that entered 
into the picture? The section which deals specifically with the problem 
of consolidation is Section 7, the first paragraph of which reads as 
follows : 


on which 
Sherman 
havior of 
ableness, 
ociations 


Trenton That no corporation engaged in commerce shall acquire, directly or in- 


directly, the whole or any part of the stock or other share capital of another 
corporation engaged also in commerce, where the effect of such acquisition 
may be to substantially lessen competition between the corporation whose 
stock is so acquired and the corporation making the acquisition, or to restrain 


unreason- 
the opin- 


ea such commerce in any section or community, or to tend to create a monopoly 
1 Varnish of any line of commerce. 

¢ Quarter. Ithas taken twelve years to define clearly the significance of this section. 
1). It can best be presented by reporting certain cases. 
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In a case against the Aluminum Company of America, the Cireyj 
Court of Appeals for the Third Circuit, in 1922, upheld the Commi, 
sion’s order that the company divest itself of certain stock acquired j, 
violation of Section 7’ and petition for review was denied by the Suprem 
Court."* The practical effect of the judgment was destroyed, however, 
by a decision of the same court in 1924, denying the request of the Con. 
mission to modify the decree so as to prevent the Aluminum Compan 
from bidding in at ‘sheriff’s sale the physical property of the acquire 
corporation in satisfaction of a debt which the Commission unsuccessfully 
contended was fictitious and fraudulent.* 

In 1926 three Section 7 cases reached the Supreme Court and wer 
argued together.** In the Western Meat case, the Supreme Cour 
affirmed the original order of the Federal Trade Commission, prohibiting 
the acquisition of physical assets through ownership of illegally acquired 
stock. The Court stated that “the purpose which the law makers enter. 
tained might be wholly defeated if the stock could be further used for 
securing the competitor’s property.” In the other two cases, by a five 
to four vote, the Court set aside the order of the Commission on th 
ground that the statute referred to the acquisition of stock, and not to 
the acquisition of property even if obtained as a result of an illegal 
acquisition of stock. ‘These two cases differ from the Western Meat 
case, noted above, in that the acquisition of physical property had been 
completed before the Commission filed its complaint, while in the first 
case, the acquisition of physical property had not been consummated 
when the Commission’s complaint was filed. 

The net result of these decisions is that a corporation may purchase 
stock of a competitor in violation of Section 7. If it can succeed in 
voting the stock thus illegally acquired so as to complete the acquisition 
of physical assets before the Federal Trade Commission discovers the 
situation and files a complaint, then the consolidation is beyond the 
power of the Federal Trade Commission. Concerning the situation, the 
Federal Trade Commission states: 


There is usually a substantial lapse of time between the commission’ 
preliminary inquiry and its issuance of a formal complaint, within which 
offending corporations may take steps to acquire the physical assets. ... 
So far as the commission is concerned, it is a question whether the effective: 
ness of the act to fulfill the purpose of Congress has not been materially 
lessened by these decisions. While this is true, it should not be concluded 


11284 Fed. 408. 

122261 U.S. 616. 

3299 Fed. 361. 

“ Federal Trade C ission vs. Western Meat Company, Thatcher Manufacturing 
Company vs. Federal Trade Commission, Swift & Company vs. Federal Trade Com 
mission, 272 U.S. 554 (1926). The Eastman Kodak Co. case follows these decisions 4s 
a precedent. 
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hat the deterrent effect of the law is entirely nullified. Mergers of corpora- 
ions by transfers of physica] assets are of course far more difficult to ac- 
omplish than consolidation through purchase of stock. The practical diffi- 
ulties attending the former have doubtless prevented many consolidations 
shich would have been accomplished by purchase of stock save for the pro- 
bition of this section.”® 

Some idea of the actual working of Section 7 can be obtained from 
the report of the Federal Trade Commission for the year ending June 30, 
1929. Some 200 inquiries into acquisition matters were completed during 
the year. Of these 196 were filed without docketing indicating that only 4 
were held to be legally defendable. In many cases the combination 
studied proved to involve extension of territory or the addition of non- 
competing products rather than a combination of competitors. How- 
ever, slightly more than one-half of the complaints which were filed were 
dropped because they involved the acquisition of assets. In 10 per cent 
of these cases this had been accomplished by a previous illegal acquisition 
of stock and in an equal percentage of cases by cash consideration. 
Certainly Section 7 is not to be included as a significant limiting factor 
on the merger movement. 

A new element was injected into the legal treatment of industrial 
combinations in 1926 when the Department of Justice adopted a new 
policy of dealing with consolidations. Basically, it consisted of prevent- 
ing violations rather than prasecuting them. This new development is 
authoritatively described by Colonel Donovan, in whose hands rested 
the administration of this branch of the work of the Department of 
Justice : 


Too often in the past corporations have been formed with no inquiry into 
their organization by governmental agencies. Either by deliberate purpose 
or by natural result these corporations attained monopolistic positions. Gov- 
ernmental intervention was invoked only after these concerns had been estab- 
lished and had been woven into the economic fibre of the country. A long 
process of inquiry and litigation followed. At times, even where evidence 
has been adduced sufficient to warrant a decree of dissolution, that decree has 
proven inadequate to restore the original status, or when effective has re- 
sulted in the disruption and dislocation of the industry. With that experi- 
ence in mind the Department of Justice now endeavors to apply what 
seems to be a practical and intelligent method of meeting the problems pre- 
sented by proposed combinations. Mergers are inquired into at their incep- 
tion. Their financial structure, their purpose and their economic background 
are examined before they enter into the field of business activity and the 
question of whether they would be violative of the law is considered before 
a violation has been committed. This method is at once fair to the business 
men who desire to avoid conflict with the law, and who are entitled to know 


“Federal Trade Commission, Annual Report, 1927, p. 14. 
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the attitude of the government towards their effort. It is effective algo j, 
preserving the public interest by ascertaining the facts and assuring thy 
illegal combinations shall be dealt with at once.*® 


In other words, the Department of Justice, beginning in 1926, examine 
every important merger before actual realization, for threatened viola. 
tion of the antitrust laws. This policy came to be so generally accepted 
by promoters and investment bankers that it was virtually part of the 
procedure of merging to submit data concerning the plan to the De 
partment of Justice. The Department did not in any way give positive 
approval of any merger, but reserved the right of further observation 
and investigation. Rather, its action was one of finding no cause for 
disapproval in the facts as given, or the purpose as stated. The De 
partment of Justice in some instances investigated the industry as a 
whole, obtaining information from competitors and impartial observers 
as well as from the proponents of the merger. A special corps of men, 
including economists, was developed to deal with these problems. 

No information is available concerning the number of proposed mer. 
gers which have been still-born or modified at the suggestion of the De 
partment of Justice. However, the success of the Department in de 
fending its claims in court upon the inception of this policy in 192% 
undoubtedly added greatly to the weight which its opinion carried. The 
best known case dealt with the Ward Food Products Corporation, which 
proposed to acquire the Continental, General and Ward Baking Cor. 
porations. The government suit was brought February 8, 1926, les 
than two weeks after the company had filed its incorporation papers, ani 
a consent decree was entered on April 3.77 The decree dissolved the nex 
corporation and included permanent injunctions against common contrd 


either by stock ownership and interlocking directorates or by futur 
understandings and agreements concerning prices, terms of sale, purchase 
of supplies, and the like. The decree is based upon violations of both 


the Sherman Act and Section 7 of the Clayton Act. The petition refers 
to undue and unreasonable restraint of trade, intent to monopolize, and 


the purchase of stock resulting in reduced competition. 
Similar success met the government in its attack upon the National 
Food Products Corporation, a holding company formed to combine con- 


peting chain-store groceries and other companies engaged in the distribu- 
tion of milk and other dairy products, ice cream, etc. On November 10, 


1925, amendments were filed to the charter of the original corporation 
which were to make possible the above consolidation. The government pe 
tition was filed February 13, 1926, claiming restraint of trade and ter 
dency to createa monopoly. By a consent decree entered March 4, 1926, 

* Address at the Annual Convention of the National Paint, Oil and Varis 
Association, Inc., Atlantic City, N.J., October 28, 1927. 


* United States District Court of Maryland. In Equity No. 1078. 
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the relief requested by the government was granted.** Likewise, action by 
the Department of Justice forced the Rand Kardex Bureau, Inc., to 
dispossess itself of the stock of Globe Wernicke Company, although it 
was permitted to retain certain other stocks which the government had 
included in its complaint. The National Gum and Mica Company, which 
had acquired stock in the General Adhesive Manufacturing Company, was 
forced to relinquish its holdings, by a consent decree dated May 27, 
1927. These four cases were sufficient to indicate that there were 
tecth in the new policy. 

There is no way in which an outsider can learn how many mergers have 
been disapproved by the Department of Justice. In many cases it is 
known that original schemes have been modified to meet objections 
reached by the Department. This new policy, by removing a large ele- 
ment of uncertainty concerning the attitude of the government from 
the field of the promotion of mergers, has undoubtedly done more to 
encourage rather than to discourage the movement. 

Having shown that it is possible for this curve to exist in this country 
(in fact that the legal situation is one of the causes for its existence), 
there are now certain aspects of it which I wish to call to your attention. 
I have already suggested that the timing of the data is not to be re- 
garded as exact. Nevertheless one cannot help but be struck by the de- 
gree to which the merger movement corresponds to the business cycle. 
Industrial concentration appears to proceed most rapidly in periods of 
prosperity and to show a marked decline during depression. The cycle 
of 1918-20, registered itself clearly in the number of mergers or ac- 
quisitions. ‘The general depression of 1921 was also a depression in 
the merger movement. If we follow the record on through the succeeding 
quarters we might even persuade ourselves that the minor recessions of 
1924 and 1927 could be seen. However, the important demonstration is 
that of 1928 and 1929 when we find an extraordinary boom in mergers 
rising to a peak in the second quarter of 1929 and falling sharply in 
the last half of the year. The depression still continues. Why should 
the merger movement follow the business cycle so closely? I can only 
make certain suggestions. 

One important element which stimulates the merger movement in time 
of prosperity is the condition of the money market. Many mergers, 
and some acquisitions, involve the flotation of new securities. In periods 
like 1928 and early 1929, when there is almost an insatiable demand for 
securities, the merger movement will be certain to flourish. Its most 
active sponsor is the investment banker. Reputable business houses 
merely carrying on their business under their existing organization bring 


“United States District Court of Southern New York. In Equity 35-261. 
* United States District Court of Southern New York. In Equity 40-276. 
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a very slight volume of new securities for the banker to handle. But jt 
they can be brought together into a new organization it may mean 4 
large flotation of stock. During 1928 and 1929 some investment house; 
employed men on commission who did nothing but search for potential 
mergers. One business man told me that he regarded it as a logs of 
standing if he was not approached at least once a week with a merger 
proposition. A group of business men and financiers in discussing this 
matter in the summer of 1928 agreed that nine out of ten mergers had 
the investment banker at the core. The fact that the public will take th 
securities makes possible a sharing of the increased capitalization betwee, 
the banker and the original owners and makes the owners willing to join 
the merger even when they can see little technical advantage to be gained 
from the new organization. ‘This is undoubtedly the explanation for 
many of the larger mergers during periods of prosperity. It cannot 
explain variations of as extensive amplitude as are shown in our records. 


A more significant factor is undoubtedly the large profits which many 
concerns have made during the period of prosperity, combined with 
the decision to use them for expansion rather than to distribute then 
to the stockholders. ‘This desire for expansion is usually stimulated 
by the immediate demand and the prospective profits. The business ma 


may have more orders on hand than he can fill. He may be hampered in 
obtaining materials or accessories and wish to expand vertically or 
diagonally. It is a situation in which he is naturally impatient and if 
he has the funds or the investment banker will let him have them at 
favorable rates, it is rather to be expected that he will expand. Th 
expansion may take the form of building a new plant but it is quicker 
and simpler to buy an existing plant. There are still further advantage 
in buying an existing concern which will bring in not only the increased 
facilities but a going organization and new business connections. It is 


not surprising that the “expansiveness” of the business man during 
periods of prosperity often expresses itself in the merger movement and 
larger business organizations. 

A third point which should be suggested holds true for certain branches 
of industry—those in which some element of price control exists actually 
or potentially. In many instances a merger or acquisition creates local 
and partial monopolies. If the only two ice houses in a given locality 
combine, they thereby acquire a monopoly. If one of the large dairy 
chains takes over all the creameries of a particular region it acquire 
amonopoly. If the various sand and crushed rock companies of a region 
combine they establish a monopoly. And a monopoly is most significant 
in times of prosperity. As some one said not long ago, “Who care 


whether the price of copper is eight cents or twelve cents if no one is 
buying copper?” Price control is important when there is a volume o 
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business. Price control is desirable in a seller’s market. It is in times of 
prosperity that the elimination of competition is most profitable. 

The question of the cyclical character of mergers, however, merely 
leads us back to the more general question of why mergers are formed 
anyway. The movement is quite clearly a persistent one. There is 
no indication that it is dying out. In 1929, at least 1,250 concerns were 
swallowed up through mergers or acquisitions. The number of concerns 
involved in mergers in the depression of 1930 was nearly three times the 
number in the depression of 1922. 

The classic explanation has always been “the economies of large-scale 
production.” There can be no question but that in many cases this is 
the basis for mergers. In many instances concerns are operated on an 
extremely small scale far below the normal in their industries and through 
merger with another company can accomplish much in the way of re- 
duced costs. In many instances the business man finds that he can 
accomplish savings by a process of vertical integration in which he no 
longer has to go into the market to buy his raw materials or to compete 
for outlets. There are many instances of this sort of technical gain and 
I should be the last to decry them. But it is important to remember 
that there are costs which accrue to size as well as economies. The 
statistical evidence which we have at hand indicates that the cost advan- 
tages do not always rest with the largest concern. In fact the majority 
of the studies which I have seen show that in most industries the largest 
concerns are not the companies which are operating at the lowest cost 
of production. 

The explanation of the rising secular trend is not to be found so much 
in the facts of production as in the field of marketing. The problem of 
the present-day business man is much less to produce his products than 
to sell them. In many cases it seems to be true that the large concern 
is more effective in its marketing. It is not necessary to demonstrate 
that it is more economical. The point rather is that it seems to be 
better able to win and hold the public than its somewhat smaller com- 
petitors. It can use national advertising. It can deal with larger mer- 
chandising units. And it can offer a variety of products each of which 
may support the others. In many lines, marketing effectiveness appears 
to call for large size even more than productive economy. One need 
only to survey the character of recent mergers to note many instances 
of the recognition of the market as the center of a consolidation. The 
grouping of concerns providing quite dissimilar articles to the grocery 
trade is a familiar illustration. Similar combinations are organized to 
supply building materials, drug store supplies, farmers’ equipment, and 
the like. 


Under the head of the increased importance of marketing as a cause 
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of mergers, one must also note those cases where the purpose is to 

the character of the market. There are, of course, the out-and-oy 
attempts to eliminate competition and establish some degree of prig 
control, at least within restricted areas. There is also increasing recog. 
nition of the fact that competition within an industry is merely y 
attempt to redistribute sales, and that if one concern gains, another j 
bound to lose. As a result, inter-industry competition is becoming mon 
and more explicit. This brings the various members of an industry tp 
gether in a common cause. It is doubtless a force working toward cop 
solidation. 

It is not my intention to discuss at length the marketing aspech 
of the merger movement. In fact, it is introduced solely as a reasq 
for believing that the merger movement, other things being equal, vil 
continue on its rising trend. There is nothing in the immediate offing ty 
indicate that the problem of marketing is not going to become increas. 
ingly difficult. Certainly, a period of falling prices will maké the struggk 
for the consumer’s dollar more and more severe cut-throat competi- 
tion has always lead to combination. 

This study has referred to the consolidations in manufacturing ani 
mining. It is, therefore, only a partial picture of the merger movement, 
The most conspicuous trend toward consolidation in recent years ha 
been in the field of public utilities. Nearly as vigorous has been th 
growth of chain stores in retailing and the continual merging of chain 
into larger chains. Hotels and hospitals, school districts and college, 
all have joined the movement. The motion picture industry has becom 
integrated, with only a handful of producers, and perhaps one-half o 
the motion picture theatres in the country owned and operated by th 
large producers and distributors. The banking fraternity was slow ani 
conservative in joining the trend toward consolidation, but the years 
1927-29 saw unprecedented mergers among commercial banks. 

There has been an amazing shift in public attitude towards the con 
centration of economic activity since the years before the war. Cer 
tainly, from 1890 to 1914 it was the prevailing opinion that any such 
trend as that outlined above was contrary to the interests of the public 
Today the only persons who appear to be disturbed by the announcement 
of the merger are those directly involved whose jobs or income may kk 
threatened. 

It is difficult to determine whether economists have shared in this cor 
version or not. Our teaching and writing in the field are still so obsessed 
with the scandals of the nineteenth century and the finer points of the 
position taken by each supreme court justice in the various cases tha! 
we have said little about the significance of the present merger movement. 
The present movement raises certain new problems. For example, busi 
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ness men are asking for relief from the antitrust laws that they may 
stabilize their industries. In general, by this they mean stabilize prices. 
And by this they mean eliminate downward price movements. Professor 
Berglund has suggested that in the iron and steel industry the relative 
stabilization of price in recent years has resulted in wider fluctuations 
in production. May we, therefore, draw the conclusion that concentra- 
tion of industry will amplify rather than reduce cyclical fluctuations, 
will increase rather than reduce cyclical unemployment? Such economic 
and social implications of the modern merger movement are extremely 
important, for there is every reason to expect the merger movement to 
go on in increasing proportions in the future. 
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THE MODERN MERGER MOVEMENT—DISCUSSION 


Cuarves A. Jr.—For reasons already made clear it was impos. 
sible for Professor Thorp to provide me with a complete draft of his paper, 
Consequently, my observations have been prompted by the paper of Pro. 
fessor Watkins. 

With his general thesis I am in complete agreement: “Economic adjust. 
ments are not, actually, made as theory teaches.” Furthermore, I take jt 
that a substantial part, probably a majority, of the members of this Associa- 
tion are not satisfied with the available formulations of economic doctrine, 
either as an adequate explanation of the economic aspects of the world we 
live in or even as a statement of “‘tendencies’”’ which we are willing to defend 
only as such to the students who come to us. 

Professor Watkins has, of course, in a paper of the character and brevity 
of that presented here, made no effort to formulate a “‘new economics.” Meap- 
while I should like to direct attention for a moment to certain particular 
points made in his paper. 

In addition to agreeing fully with the central idea, I concur with that 
part of the analysis relating to investors and consumers. Nor have I any 
quarrel with the suggestion that recent activities of many business leaders e 
maintaining or even advancing wages through a period of “steadily mounting 
unemployment in manufacturing centers’ pose an almost unanswerable ques- 
tion for the orthodox wage theorist. But in one very definitely formulated 
conclusion I should like to suggest that possibly Professor Watkins has relied 
upon too short a period of time and confined his observations too narrowly 
to the American scene. For, to quote his own language, he “insists not only 
that the underlying conditions which favor the rise of mergers also disfavor 
the growth of trade unionism, but also that the development of mergers is 
itself a factor weighing against effective collective bargaining and thereby 
against successful unionism.” Granted that the old trusts in tobacco and 
steel, for example, have done a very thorough job in eliminating unions from 
their plants; granted that the merger mania of the past decade has coincided 
with a marked decrease in the dues-paying members of most unions. It re- 
mains true, however, that under pressure of war-time necessities and what 
may fairly be termed direct encouragement of the federal government, Ameri- 
can unions enjoyed a period of growth probably unequalled in their develop- 
ment. The history of unionism here and abroad is replete with violent fluc- 
tuations in membership. A decrease after 1920 was to be expected. More- 
over, the very willingness of “big business” to maintain wages, after the 
drastic cuts instituted in the “open shop” drive following the armistice, ms- 
terially lessened the major motive impelling union membership. 

A more important fact leading me to question somewhat the conclusions ir- 
sisted upon, however, he German experience. As is well known, German 
industries have over a longer period and to a greater extent than those of 
other nations exhibited that tendency toward “business guilds” of which Pro- 
fessor Watkins speaks. It is possible that he would insist here on his dis 


tinction between mergers and consolidations on the one hand and pools and 
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cartels on the other, and remind us that in the statement quoted he said 
“mergers,” and meant mergers only. It may be noted, however, that he has 
stated that his discussion would relate to “‘big business primarily, rather than 
to monopolies, either corporate or collusive, as such.” And unless I have 
misunderstood his language, his discussion of trade unions has been concerned 
with the impact upon them of “big business” or “business guilds” rather than 
of mergers strictly defined. As suggested, however, the German working- 
class movement has developed great strength both economically and _politi- 
cally at the same time that cartels have developed. This situation seems to 
justify some doubts as to the general applicability of the conclusion upon 
which Professor Watkins insists. 

Finally, on this matter of labor organizations, I should like to supplement 
the analysis made a little further by reference to certain legal and political 
aspects. As is well known, the Anti-Socialist Law of 1878 in Germany 
greatly handicapped the unions of that country and to a considerable extent 
forced the working-class movement into political channels. The Social Demo- 
crats increased their voting strength from less than half a million to nearly 
a million and a half by 1890. In that year the Anti-Socialist Act was re- 
pealed. The trade unions counted only one hundred twenty-one thousand 
members then. Subsequently as stated before, despite the fluctuations com- 
mon to all countries, they have shown a remarkable growth during a period 
in which cartels and “big business” were also growing. 

In the United States adverse court decisions brought the members of the 
AF. of L. to a sufficient state of exasperation in 1922 to denounce the Su- 
preme Court in the bitter terms of the following resolution: “What confronts 
the workers of America is not one or several casual court decisions favoring 
the interests of property as against the human rights of labor, but a series 
of adjudications of the highest tribunal of the land, successively destroying 
a basic right or cherished acquisition of organized labor, each forming a link 
ina fateful chain consciously designed to enslave the workers of America.” 

In varying degrees a considerable number of our most distinguished politi- 
cal scientists, economists, lawyers, and judges have supported this adverse 
judgment of Supreme Court decisions affecting labor. 

But in May of this year, in the case of the New Orleans and Tezas Rail- 
road vs. Brotherhood of Railway and Steamship Clerks, the Supreme Court 
unanimously interpreted the Railway Labor Act of 1926 in a manner which 
Professor Berman of Illinois, among others, construes as a practical reversal 
of the Adair and Coppage cases. Perhaps without undue optimism one may 
hope that this decision marks the beginning of a more liberal trend in legal 
decisions affecting labor combinations somewhat analogous to the oil and 
tobacco decisions of 1911 affecting industrial combinations. 

In fact, one might even hope for just such a change in the attitude of “big 
business” toward labor combinations as we have witnessed in the general at- 
titude toward business combinations. The union-management co-operation 
plan of the Baltimore and Ohio and other railroads may be only the excep- 
tion which proves the rule; the industrial relations systems may be as in- 
sidious and damnable weapons for destroying bona fide unions as their sever- 
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est critics maintain. And yet it must be noted that the co-operative pla 
has spread, and that the employers in substituting “company unions” fy, 
craft unions have probably made the organizing campaigns of future indy. 
trial unions much simpler. 

So much for particulars; now to turn to a general conclusion which geen, 
to follow inevitably from Professor Watkins’ analysis, though he did ny 
choose, from lack of time or other reasons, to state it as precisely as I shouli 
like. It will be recalled that he has stated that almost without realizing jt 
we have come to live a “controlled” economic society. Elsewhere in th 
paper he has contended that this control “is not a consequence of any Piratical 
designs or predatory schemes” or “exceptional merit or foresight” on th 
part of the individuals at the controls, but “simply that the technical re. 
quirements of modern industry impose an ever-expanding scale of organiza. 
tion, and under a system of private property and free enterprise some for. 


} 


tunate individuals are bound to fall heir to the power which this concentrated 


organization engenders.’ Here there seem to be some concessions to the 


“apprehensive apologists’ for the present day controllers, since in his Jr. 
dustrial Combinations and Public Policy (page 80) Professor Watkins has 
told us that in the earlier period of trust formation “antisocial activities 
. .. flourished like Australian jack rabbits.” As he pointed out there, hov- 
ever, the prevailing code of the latter half of the nineteenth century was 
somewhat different; the “Better Business Bureaus,” the Federal Trade Com 
mission, and other agencies have brought about improvements. And yet th 
pronunciamentos of certain recent merger makers are strangely reminiscen! 
of those of a preceding generation. Perhaps the difference can best be sun- 
marized by contrasting the statements of the organizers of the old oil trust 
with those of the promoters of the United States Fly-Swatter Corporatio 
which failed of realization at the last moment because of the stock crash 
of 1929. Mr. Rockefeller, Sr., it will be recalled, stated bluntly on a number 
of occasions: “The oil industry belongs to us.” The promoters of the fy- 
swatter merger were less direct. They argued somewhat as follows: 


The fly-swatter business, because of seasonal fluctuations and destructive cut- 
throat competition, is not able to provide the American public with a sufficiently good 
article at a sufficiently low price over a period of time. We must integrate ou 
business. We propose to acquire iron ore and coking coal mines, limestone quarries 
and pine forests. We shall erect the finest blast and open hearth furnaces in th 
world. We control a patent which will enable us to make the wooden handles for 
our fiy-swatters at a cost of three-tenths of a mill cheaper than has heretofore been 
possible. Most important of all, one of our chemists has discovered a preparation 
which has the same affinity for a fly’s wings that iron has for a magnet. All of 
our swatters will be treated with this compound so that it will be a practical im 
possibility for anyone to miss a fly with one of them. As a result even the housewife 
who has never received three semester hours credit for “Indoor Baseball 198” # 
her state university will be able to swat a fly with her left hand and continue t 
stir the baby’s cereal with the right. And our swatter will be so cheap that the 
poorest immigrant famil New York and the most shiftless tenant farmer in Texas 
will be able to afford one for every room. Within two years we expect that th 
death rate from typhoid will have decreased to the vanishing point and in a decade 
that flies will have been ninated from the North American continent. But we d 
not propose to retire on our profits considering that we have made a sufficient co 
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tribution to human progress and welfare. Our engineers have devised machines that 
will produce fly-swatters as long as they are needed, but which can be so altered 
on thirty-six hours notice that they can turn out the finest shredded wire biscuit 
vou ever ate. One serving of this product, costing only one and one-tenth cents, 
will put more iron in your system than two hundred dollars worth of California 
Sun-Maid raisins! 

Partly because I am not so optimistic as might be inferred from some 
preceding statements, I do not believe that sort of foolishness any more than 
Professor Watkins does or than he believes some of the fairy tales in our 
standard elementary texts in economic theory. No more than he, do I wish 
todeny the value of theory. But I want to insist that the most important con- 
tribution which theorists can make is to provide a set of principles which will 
aid us in the solution of current economic problems. If Professor Watkins 
is correct in holding that under the technical conditions of modern industry 
and a system of private property and free enterprise “some fortunate indi- 
viduals are bound to fall heir to the power which this concentrated organiza- 
tion engenders,” then not only do we need to revise our theory, but we need 
also to revise our system of control. We need contro] not by “some fortunate 
individuals” but by the social group. Perhaps it might be better to say a 
greater degree of social control than now exists. Specifically that means, for 
example, federal incorporation of “big business” under a statute embodying 
the best features of the German and English laws to put a stop to the charter- 
peddling activities of such states as Delaware and Nevada. It means a 
further change in our antitrust policy to permit combination and regulation 
of production in such industries as petroleum and bituminous coal and to 
stop the criminal waste of those resources. It means the adoption of some 
sort of a “rule of reason” toward the activities of trade unions so that the 
legal handicaps now restricting them may be removed. Progress along these 
lines has already been made. We need to continue it. Laissez faire under 
modern technical conditions means unrestricted submarine warfare. Enforced 
competition is a futile ideal. Regulated competition is still possible, but in 
a narrowing area of economic activity. We are, in fact, living in a controlled 
economic society. Consequently, it is at once our task and our opportunity 
as scientists and as public spirited citizens, not only to revise our theory, but 
also to aid in making certain that the control exercised shall be a conscious 
purposive “‘social’”’ control. 

Curster W. Wricut.—I quite agree with Professor Watkin’s point, fur- 
ther substantiated by Professor Thorp’s paper, that the merger movement 
is steadily spreading and that we need to give more attention to both the 
theoretical and the practical aspects of the problem. The first paper 
seemed to me somewhat to exaggerate both the extent and the amount of the 
power exercised by mergers but I take it to have been due to the laudable 
desire to impress upon us the importance of the problems involved, an ob- 
jective with which I must sympathize. 

The first of the three points which I wish to make is to call attention to a 
sroup of combinations which seem to me to be of rapidly growing importance, 
though their existence has been almost totally ignored in the more scientific 
writings upon the problem. I refer to the innumerable local combinations 
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that have developed so rapidly of late in most of our larger cities. In t 
absence of adequate data it can only be a surmise, yet I suspect it is quit 
possible that the inhabitants of our large cities pay as heavy a toll in th 
form of monopoly profits to these local combinations as they do to all th 
great national combinations put together. Though some of these combing 
are strengthened by affiliations with national organizations, as in the case of 
the building trades, the great majority find their chief strength in the loc 
organization. ‘The methods employed at least by some of them are renj. 
niscent of the earlier days of the National Cash Register Company, th 
Standard Oil Company, or the “night riders” of the Kentucky tobacco pools: 
they are methods such as few if any national organizations would dare tp 
countenance today. In Chicago we certainly have several score of such con, 
binations and though the popular impression seems to be that that city js 
striving for a monopoly of crime in general it is only too evident that in this 
form of crime, as well as in others, there are numerous large cities whic) 
stand in no danger of being outdone. One of the most discouraging features 
in the situation is that so little is being done to attack the evil in an effective 
way. Local authorities have little power, the federal authority is severe); 
limited, and the state authorities are apathetic or too busy with other work 
Parenthetically it might be added that the function of the various states in 
dealing with the combination movement is another topic which has been to 
generally ignored. ‘Tlie phenomenon of the local combination is not a nev 
one—some date back thirty years or more; but the rapid development in tk 
last decade or so is to my mind one of the outstanding features in the recent 
combination movement. It is too important to be ignored in discussions of 
the problem. 

The second point I wish to make is simply to raise the question whether, 
in our desire to secure greater stabilization of industry, there may not be: 
danger of granting too much leeway to combinations? The events of the last 
decade have led us to stress the importance of stabilization and to devote mor 
thought and energy to the problem than ever before. Exactly what is a 
sumed to be included under the term is seldom made clear though the things 
that might be stabilized are varied. We must first determine what sorts of 
stabilization are desirable and how far we wish to carry the process. Ther, 
so far as combinations enter into the problem, we must analyze the situatio 
to see just how far the various types of combination can really contribute to 
the desired end. The conclusion reached by Professor Thorp in an earlier 
study, that while large corporations show more stable earnings than smaller 
concerns they have wider fluctuations in production and employment, will il 
lustrate my point that the problem is more complex than is often assumed. 
We must therefore inquire how far it is actually necessary to allow various 
types of combinations and the different practices usually employed by them, 
in order to secure such desirable kinds of stabilization as cannot otherwis 
be obtained. In certain industries, notably those producing coal and oil, the 
possible gains appear to be great; but these are hardly typical and each indus 
try will require separate study. My fear is that in the present-day enthe 
siasm for stabilization we may exaggerate both what it is desirable to accom 
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plish and what can be accomplished through combinations and thus be led to 
grant greater freedom of action to combines than the results, with the ac- 
companying dangers, will justify. 

My third point concerns the need for more facts. It is my impression 
that in the rapid changes of the last fifteen years we have lost rather than 
gained ground in our gathering of significant facts concerning the current 
combination movement and its policies and practices. I doubt whether we 
know as much about the combinations of today as we did fifteen years ago 
about those of that time, and certainly that was little enough! For this the 
government is primarily to blame. The Federal Trade Commission or its 
predecessor, from whose reports we secured much of our most valuable data 
ten or twenty years ago, has turned out relatively few reports dealing with 
combinations, the utilities excepted, which are as useful as those on the oil, 
tobacco, and other trusts made in its earlier years. Furthermore the ma- 
terial gathered as a basis for its decisions is not generally available. Also 
the court proceedings of the last decade have brought forth less useful in- 
formation than those during the more active period of trust-busting. In con- 
sequence the current literature upon the problem, in so far as it attempts to 
deal with the really fundamental economic issues involved, such as the effects 
of the different types of combination and their various policies upon prices, 
wages, quality of product, efficiency in production, individual initiative, etc., 
has to fall back in the main for its detailed evidence upon conditions and 
events preceding the World War. When dealing with post-war developments 
concerning these issues the discussion is likely to become vague and general. 
There is plenty of literature upon the interpretation of the antitrust laws 
—al] the material is readily available in court decisions—but the crucial issue 
is what the law ought to be rather than what it is. Economists have strug- 
gled valiantly with the meager data available but the task is a discouraging 
one and there is little evidence of any serious move on the part of the govern- 
ment to remedy the difficulty. The demand for a revision of our antitrust 
legislation is growing. If the government hopes to attack the problem in an 
intelligent manner it must first act to provide up-to-date factual material 
dealing with the essential economic issues involved. And this cannot be se- 
cured overnight! 

Wituiam Orron.—For an Englishman to look back upon the Marshallian 
economics of his youth after eight years’ experience of America is an in- 
teresting exercise. Both the data and the theorems of the neo-classical 
school acquire, as Mr. Watkins has shown, a certain air of remoteness. The 
exceptions, the incongruities, the “bad-fit” cases, occupy so much of the 
foreground that the “principles” seem rather irrelevant to the problems. Two 
considerations however must be borne in mind before deciding on a radical 
reconstruction of economic theory. 

We must not, in the first place, picture the traditional economics as a 
swivel-chair system in contrast to our present efforts at realism. Smith, Ri- 
cardo, Malthus, Mill, and Marshall were all of them practically-minded men, 
actively concerned about practical problems with such material as lay to 
their hands. The difference in our own position arises largely from the 
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enormous increase since the war in the supply of data for inductive work 
data which the classicists would have been only too glad to use if they had haj 
them, and which are still far from that form or fineness which really inductiy 
economics demands. 

The second consideration is of more than historical significance. Thy 
classical school, as its name implies, tended under the influence of nineteenj 
century science to neglect the dynamic elements postulated within its oy, 
system. This I shall briefly illustrate in two respects. 

Take first the familiar quest for increasing returns in manufacture. Wij 
a protected domestic market of enormous size, the first goal of this quest- 
decreasing physical expenses of production—was bound to be impressive: 
we may place it in America about the turn of the century. But as the procey 
goes on, entry to the major industries on a scale adequate to make competi 
tive existence possible becomes less and less easy for the classical type of 
entrepreneur, forcing him to rely more and more on the intermediaries ly. 
tween the investing public and the would-be producer—the banks. This fae 
has largely determined the development of investment banking in Ameria, 
As a consequence, contro] of the course of industrial development has shifted 
to a marked degree from the actual entrepreneur, whose business it was ty 
know thoroughly a specific market in terms of physical supply and demand, 
to agencies concerned mainly with financial questions of capitalization an 
net return. Theoretically perhaps this should come to the same thing; prac 
tically it does not. The effect of diminishing physical costs, so far as it is still 
realized, tends to be taken out in capitalization rather than released to tk 
consumer under the stress of competition, a fact which was strongly illu 
trated in the easy days of Coolidge prosperity; and the expansion of tl 
market for goods becomes less evident than the expansion of the market far 
securities. 

Second, consider the factor of adjustability, of dynamic equilibrium in th 
position thus arrived at. This matter was very well exemplified a few yeas 
back in an argument before the Commerce Commission in connection with 
through export rates for steel. A fall in the demand, tending naturally 
toward increased unit expenses of production, becomes a much more seriow 
thing under the conditions of high capitalization characteristic of America 
industry today. It renders price-shading more difficult at the very momett 
when it is most necessary, and diverts working capital to the risky busines 
of attempting to control the situation from the consumption end. A ner 
type of inertia is introduced—the inertia of the capital structure rather tha 
that of the physical lay-out. And we have the spectacle of expanding inves 
ment in the foreign field designed ultimately to maintain the purchasing 
power necessary to the financial scale of American industry, under conditiow 
which render a complementary flow of goods and services to this country # 
difficult as possible. Whatever else may be said of this development, tht 
risk-burden of even small fluctuations in world equilibrium is certainly 0 
diminished by it. 

Now in both cases here suggested we are merely drawing out the dynamit 
implications of neo-classical doctrine. But the net result is to introduce! 
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new type of financial inertia into the system and to place a new emphasis on 
he question of stability. Some very interesting figures recently published by 
he National Bureau of Economic Research show that, contrary to popular 
pinion, the proportionate importance of interest and dividends in relation 
o earned incomes is very little different—in some cases less—than it was 
fifteen to twenty years ago. But the effect of instability on genera] purchas- 
ing power has undoubtedly increased. The inevitable result is a widespread 
demand for mitigation of the antitrust laws. The encounters of the oil in- 
ustry with the attorney-general’s office are common knowledge in this con- 
ection; but as far back as 1925 the Secretary of Labor was discussing the 
question in connection with the coal industry, and the same issue is now being 
agitated in regard to the provisions of the White Act forbidding wire and 
wireless mergers. 

This last case, however, illustrates very well the essential difficulty. In 
he writer’s opinion, no relaxation of the antitrust laws is feasible until two 
preliminary steps have been taken. The first is the development of some 
type of federal incorporation law which would include certain features of 
control over capitalization similar to those of Germany. At present, owing 
partly to the practice of interstate comity, the more lenient state laws are far 
more effective than the stricter ones. And with the increasing prominence of 
agencies interested primarily in selling securities, stricter control of cor- 
porate setups is needed before the way can be made easier for even desirable 
mergers. A second preliminary is the overhauling of the American patent 
law—probably the loosest in the world. It may be that the time has come 

hen the organized economists should co-operate more closely with the law- 
yers on such matters in an endeavor to give a more definite lead to public 
opinion, by way of systematic discussion and report on specific proposals, 
han they have in the past. These are matters on which every sort of interest 
is actively working on public opinion, and there would seem to be room for 
disinterested professional judgment to make its voice heard more effectually. 

Ben W. Lewis.—My remarks will be confined to points raised in the main 
papers. With respect to Professor Watkins’ paper I may say that I am in 
ympathy with that point of view which insists upon maintaining a running 
inventory and liquid stock of economic theory. Yet I cannot but feel that 
Professor Watkins has overstated his case, and that enthused by his thesis 
ehas been led to regard several many-sided phenomena from the particular 
angle lending symmetry to his argument. 

Economic theory does need restating at many points; it would be strange 
if the contrary were the case. But I am not at all sure that the “‘trustifica- 
ion” movement is peculiarly the cause of this necessity; further, I am not 
sure that the “old” theory is not sufficiently elastic to cover many of the 
phenomena which Professor Watkins feels make a restatement necessary. 

To consider briefly specific points: We have heard for decades that labor's 
position under conditions having their origin in the Industrial Revolution is 
such as to render orthodox economic theory wholly inapplicable; the labor 
market is imperfect, labor is not an independent bargainer, it is immobile, 
it has insufficient reserve power to give it an effective upset price, it is unin- 
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formed, unintelligent, and unskilled in bargaining technique. The develo 
ment of the corporation has further weakened the position of the labore, 
Now the concentration of corporations and of corporate contro! is urged x 
the decisive factor rendering obsolete last century’s theory. It may be », 
but at most only because this latest attack on the old camel constitutes th 
“marginal” straw. The familiar arguments erected against earlier critics ap 
equally valid (or invalid) here; this onslaught is not peculiar, nor, by itself 
does it impress one as irresistible. I admire Professor Watkins’ Courage, 
without daring to accept or to challenge his proposition that labor unions ay 
passing from the scene. The account of the stewardship exercised by th 
new managers during the past ten years is consistent with Professor Watkins 
conclusions, but I shall want to be regaled with far more, and far mop 
unequivocal, evidence than has yet been adduced before accepting this as con. 
clusive of the coming of a new permanent order of industry. Convincing 
data on wage advances in the face of unemployment are lacking, and plausibk 
explanations other than that offered by Professor Watkins suggest them. 
selves. As for acceptance by employers of the doctrine that wages must kk 
advanced to maintain consumer buying power, I should be interested to lean 
of actual instances of wage increases made on this basis; in fact, I am tempted 
to employ a statement used by Professor Watkins in another connection: 
“Not even as a tentative ideal has that half-baked notion been entertained for 
a moment, we may be quite sure, by the hard-boiled realists who have bee 
syndicating business 

Concentration, we learn, has removed the investor, too, from his inde 
pendent position. This is concentration of control within the unit rather 
than concentration of units, but the result is none the less to render purely 
passive the positive directive agent predicated by economic theory. But eco- 
nomic theory has always had a place for some degree of concentration of con- 
trol and guidance, as long as competition is present; it has never demanded 
that every, investor be a director. The investor today may select that invest- 
ment opportunity offering the dividend policy which meets his needs; irre- 
spective of dividend policy corporate earnings redound to his advantage and 
he is at liberty to dispose of his holdings; there is an abundance of evidence 
of severe competition for the investor’s dollar; and theory still advances the 
concept of the marginal saver. Has concentration affected the contractul 
fixed incomes? What motives other than economic prompt corporate saving, 
today? Finally, there is reason to believe that the same law which withia 
the past very few years has produced those devices of corporate finance which 
have robbed the investor of some of his traditional accoutrements will before 
long undergo a change of heart and revest him with many of his former pos 
sessions. In fact, recent newspapers carried headlines and stories of a legal 


victory won by stockholders over an arbitrary management in the proposed 
steel merger. 

Nor am I unduly impressed with the picture of the powerless consumer. 
Industrial consolidation, through national advertising, hypnotizes the cor 
sumer; he demands what he is told by the producer to demand; production 
thus guides consumption. I am still inclined to the opinion that in the sens 
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in which it is of significance for a defense of economic theory, the consumer 
does guide production. He may be unwise, non-critical, easily fooled, but 
even in this condition he is imposed upon from so many directions that he 
is not only able, he is forced to choose some goods and reject others. Pro- 


utes the HMB aucers still succeed and fail because the consumer exercises this power. Goods 
itics are HMM sre produced for anticipated continuing demand; producers do their utmost 
Y itself, MR through price, quality, or hypnotics to create or maintain that demand; but 
Courage, HB the consumer does choose, and to this extent production is under his (ad- 


mittedly very unwise) guidance. If the consumer selects a cigarette instead 
of a sweet, and if he cares to achieve nonchalance at the expense of throat 
irritation or the loss of a mile’s walk, several much-vaunted “controls” have 
gone for naught. And, of course, the great range of raw materials, inter- 
mediate goods, and producers’ goods are relatively untouched by national ad- 


nvincing vertising. 

plausible To be useful and essentially sound it is unnecessary that economic theory 
st them- HMB. molded in every detail to constantly-fluctuating social manifestations and 
must be 


appearances. I should be one of the last to urge in superlatives the un- 
impaired efficacy of an economic theory of 150 years’ standing. Industrial 
combination does present a serious (possibly an insuperable) problem for 
orthodox economists to struggle with. But, and this is the point I would urge, 
| am unwilling at this time to concede that the trustification we have yet 
known is so unique, so pervasive, and so permanent as single-handed to force 
a bewildered economics seeking desperately to attain reality into the posi- 
tion of a handmaiden to business, concerning itself merely with the limits of 
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F purely We may believe, for a whole congeries of reasons of which recent trustifi- 
we €co: HA cation is one, that we can no longer depend under prevailing conditions upon 
n of con- 


automatic guidance of economic processes. The time may well be ripe, as 
many have stated today, for extended and intensive experiments in planned, 
social control. But note that the extent and nature of the trustification move- 
ment cannot help being influenced if not determined by the course taken and 
the limits fixed by any comprehensive control program. One could scarcely be 
so enamored of economic theory as to advocate “pegging” it for its own sake, 
but it is in point here to suggest that public policy toward concentration in 
industry may, incidentally, operate to achieve exactly this end. 

In Professor Thorp’s paper I am concerned with the practical joke the 
Supreme Court is alleged to have played on Congress. I appear here for the 
defense. It is apparent that Congress did not mean to be taken literally in 
1890, that some interpretation of the Act, some infusion of content, was im- 
perative. That content has changed throughout the years, the attitude of the 
law is more liberal than at the outset. Yet if anything is clear from a study 
of the decisions in the light of the facts and background of the cases actually 
in litigation before the Court, it is that prediction as to the outcome of con- 
solidation cases to arise in the future is hazardous indeed. The Steel decision 
settled the Steel case; how much more than that it accomplished I should be 
loath to say. 


The Court, as I understand Professor Thorp’s indictment, has construed 
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the antitrust statutes with liberality (proclaiming “reason” as the guide) iy 
the case of combinations by fusion, and with an inconsistent strictness in th 
case of price agreements, thus lending positive encouragement to the cond} 
tions which it was the very purpose of the Act to forestall. Without attempt. 
ing to defend or attack either the consolidation or agreement decisions q 
their respective merits, I submit that the decisions are not arbitrarily ineop. 
sistent. A price agreement has as its avowed single purpose the collusiy, 
fixation of prices—on its face a complete disavowal of the competitive ides) 
While a consolidation may have exactly this purpose, the potentialities bot, 
in purpose and possible achievement are greatly wider than in the case of 
the price agreement. Incidentally, the dissolution of a consolidation ig 9 
substantially more moment and concern than the disruption of a price x. 
sociation. I certainly should not care to have the Court saddled with th 
task of determining the reasonableness of prices charged under price agree. 
ments, nor, as I understand the situation, does the Court attempt anything of 
the sort in its consolidation cases. There is no arbitrary employment of 
reason in one set of cases coupled with its arbitrary denial in the other; th 
two situations are substantively different. As to the actual effect, to ure 
that the Court has in any marked degree caused consolidations to spring i 
where otherwise only price agreements would have bloomed is to assum 
that consolidations and price agreements are regarded generally as co-ordinat 
alternatives. I question that assumption. 

As for the emasculation of Section 7 of the Clayton Act, honor to whon 
honor is due! Section 7 is technical and involved; it would seem to have ben 
aimed at specific evils. The Court has held the operation of the statut 
within the limits fixed exactly by the phraseology of the statute determine 
by Congress. The Court has been strict; even so the statute has deterred 
some abuses, hindering property acquisitions, and preventing evils attaching 
specifically to the holding company type of collusive arrangement. The othe 
antitrust legislation applies beyond this point. If Congress cares to accept 
the onus of tightening Section 7, there is nothing to prevent it—except Cor- 
gress. 

I fail to enthuse over the picture of Congress striving earnestly and hope 
fully in this situation only to be blocked at every turn by a diabolical or ir 
competent judiciary. Congress writes trust legislation abounding in weas! 
words and equivocal phrases. Congress demands judicial construction an 
application; and, for better or worse, it gets them! 

It is a commonplace to us that the law is archaic, that Supreme Cour 
Justices are the unyielding exponents of an outmoded social philosophy, ani 
that not until the law comes to adjust its views and processes to currett 
realities will it perform adequately its appointed task. We offer such criti 
cism with reference to most of the Court’s decisions in social and economit 
litigation. In my opinion we have very frequently been correct—althoug! 
not particularly efficacious. We have carried the same critica] attitude ovtt 
into our consideration of the Court’s decisions respecting industrial consolids- 
tions and co-operative agreements, and emerged with the same unflatterimf 
conclusions; at this point our enthusiasm has played us false. 
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We have found the Court too strict, too loose, too grasping, too hesitant, 
90 suspicious, too credulous, too doctrinaire, too independent; above all the 
ourt has been inconsistent; it has had no “policy.” But, be it noted, what- 
ver the position of the Court, it is, in this field, in the midst of, rather than 
yehind, the social procession. 

The Court in all its inadequacy is here speaking for the experts of the 
ountry. It has been plunged headlong into the whirlpool by the incapacity 
of Congress or the desire of that body to escape responsibility. We on the 
shore, from whom expert assistance might have been expected, have given 
no assistance. We have been mightily amused or perturbed at the Court's 
efforts, but the lines we have thrown have not been life lines. Till our eco- 
nomic and social theories and aims come to be crystallized into a policy to 
which men conversant with the situation are willing to lend substantial sup- 
port, it must be recognized that the Supreme Court in all its fumbling is per- 
forming the difficult task of deciding specific controversies with very little 
help from the social sciences. Until we know what we want, it little becomes 
us to blame the Court for not giving it to us. 

AsranaM BercLtunp.—In the papers presented certain significant facts 
were pointed out. One was the persistence of the merger movement; another 
was the adoption of wage and price policies out of line with current economic 
doctrine. High wages are paid when the conditions of the labor market would 
indicate that wage rates should be low. Monopolies often adopt a moderate 
and even low price policy. Trust magnates, however, do not raise wages be- 
cause they bubble over with philanthropy, or adopt a moderate price policy 
because they are animated with a fine civic consciousness. Other factors in- 
fluence their conduct, some of which I shall endeavor to point out. 

Using the term merger in its more usual and inclusive sense it means a 
large ownership consolidation. The main purpose of its formation is business 
control or influence. Whether this control is sufficiently extensive to be 
classed as monopolistic or not, whether it is horizontal or vertical in form, 
it denotes a movement in the direction of economic imperialism. This im- 
perialism is characterized not so much by a superior adaptation to the condi- 
tions or forces which determine market movements as by control of those con- 
ditions or forces. 

The general attitude of economists and the underlying philosophy of our 
various antitrust laws have been opposed to such control. Anything like an 
artificial regulation of the supply of commodities or services has been looked 
upon as a form of economic oppression. A monopoly price is usually regarded 
as either a high price or a price fixed with certain destructive ends in view. 
Competition being limited or entirely excluded, the organization of any busi- 
ness enterprise capable of influencing market conditions is held to be an 
aggressive invasion of industrial liberty. 

The merger movement, however, is more than a development in the direc- 
tion of purely economic exploitation. In many lines of business, notably in 
public utilities and certain branches of manufacture, much waste is eliminated 
and a better correlation between the production of raw or crude materials and 
that of highly finished products effected. 
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A very potent force in the merger movement of recent times is an effoy, 
to bring about a greater degree of industrial stabilization. Much of our pres- 
ent-day production requires a large outlay of capital in fixed and highly sp. 
cialized forms. Some years ago when visiting a plant of the Carnegie Ste] 
Company a blast furnace was pointed out to me which according to my guid 
would require today for its building and proper equipment an investmen 
of $2,000,000 to $2,500,000. Blast furnaces are used for making pig iron, 
and yet the making of pig iron is only one step in the manufacture of stee], 
and not a step requiring the greatest outlay of capital. The economical utijj. 
zation of such capital goods requires fairly steady employment. 

The effort to achieve such stabilization has shown itself in the policy of 
fixing prices for long periods; i.e., eliminating short-time and abrupt fluctus- 
tions. In the steel industry to which I have referred, the prices of what 
is called “finished steel” have shown greater stability since the organization 
of the United States Steel Corporation than they did prior to its formation, 
This stabilization has not meant the fixation of high prices. During the 
period before the outbreak of the World War steel quotations showed a down- 
ward tendency when wholesale commodity prices in general were moving 
upwards. Since the close of that struggle the level of steel prices has been 
relatively lower than that of commodities in general. In other words, price 
stabilization has been instituted not for the purpose of establishing high sell- 
ing values but to prevent postponement of demand in a falling market and an 
exaggerated demand in a rising one.’ 

The advance in industrial technique is bringing about a situation where 
a large investment in equipment calls for fairly steady and continuous em- 
ployment. Idleness or intermittent operations are wasteful alike to labor 
and capital—a fact which is being impressed upon us at the present time. 
What is called mass production—a production illustrating the well-known 
law of diminishing costs or increasing returns—is most feasible where a 
moderate and fairly stable price policy prevails. Large production necessi- 
tates large consumption; and the latter is possible only where prices are 
within the reach of large numbers and do not fluctuate in a manner that 
creates uncertainty. 

Some control of market operations is thus sought by large combinations; 
and this aim is not necessarily opposed to public interest. To say this, how- 
ever, does not mean that our antitrust laws should all be consigned to the 
scrap-heap and that unfair competitive methods in the interest of achieving 
control should be tolerated. The point is there has arisen an economic situa- 
tion by virtue of the large employment of capital in fixed forms where some 
measure of market control is desirable from the standpoint of both producer 


1 Price stabilization and industrial stabilization are, of course, separate phenomena 
The professed object of the former, however, is usually to bring about the latter. 
How far, if at all, price stabilization contributes to industrial stabilization is 4 


question. In the steel industry the annual fluctuations in the country’s output of 
steel, measured in departures from an established norm for each year based upon 
a five-year moving average, have been greater on the whole since the Steel Corporation 
established its price-stabilizing policy than before. Periods of depression in that 
industry, however, seem to have been shorter, although more severe, than before the 
organization of the Steel Corporation. 
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snd consumer, of capitalist and laborer. Even in such a highly competitive 
industry as ocean transportation the policy of shipping rings or conferences 
in attempting to reduce rate fluctuations is practically sanctioned by the 
mercantile marine countries of the world including our own. The United 
States Shipping Board, a government organization, participates in such con- 
ferences whenever its lines compete with privately-owned lines in this and 
other lands. 

Competition is still a very important regulating factor in production, but 
itis not the sole factor. We are learning that organization fixing some limits 
to competitive forces is not necessarily detrimental to the public interest, 
particularly if operating under an intelligent public supervision. We have 
evolved a tremendous and highly complex industrial machine—a machine 
which must be kept in operation and whose parts need to be properly adjusted 
to one another. 


THE PROGRAM OF THE FEDERAL FARM BOARD 


By Joseru S. Davis 
Chief Economist, Federal Farm Board 


The ground work of the program of the Federal Farm Board is laid 
in the Agricultural Marketing Act. The Board’s position, its policies, 
and its progress during the first year are set forth pretty comprehen- 
sively in its first annual report to Congress. This has been called an 
“honest, candid document.” It embodies the Board’s critical review of 
its own early experience and it furnishes the background for what ] 
have to say. 

The Federal Farm Board is not set up as a regulatory and super- 
visory body, like the Interstate Commerce Commission or the Federal 
Reserve Board. It is not primarily a body for gathering and dis. 
seminating facts, which are major functions of the Departments of 
Agriculture and Commerce. It is not an investigatory body, like the 
Tariff Commission or the Federal Trade Commission. Assembly, analy- 
sis, and interpretation of facts; investigations, more or less prolonged; 
examination of proposed policies with reference to their probable work- 
ing: all these are essential to the prosecution of the Board’s task. But 
the Board is expected to act, not merely to study or furnish informa- 


tion; experience—even experimentation in a sense—is part of its job; 


and to a considerable extent its policies must be hammered out on the 
anvil of experience. 

The program of an operating organization is a working plan of 
action—definite for the short run, varied with respect to divergent con- 
ditions in the field of operations, subject to development with experience 
and to modification as conditions change. This is the case with the 
Farm Board’s program. It would be too much to expect of the Board, 
even after a year and a half, to have perfected a program that would 
be adequate to insure the attainment of its objectives. The program is 
of necessity a developing plan, and we are primarily concerned with the 
nature of its development 

The goal which Congress set up for the Farm Board was the placing 
of agriculture “on a basis of economic equality with other industries.” 
Some may find this broad statement adequate and comprehensive, but 
its precise content is not readily apparent. I shall not undertake to 
elaborate its meaning, though I wish that some of you would try your 
hand at this task. But I think it is not going too far to say that Con- 
gress really charged the Farm Board with taking the lead in working 

1Dr. Davis appeared on the program on short notice in lieu of James C. Stone, 


Vice-chairman of the Board, who had been scheduled to present an address on this 
topic.—Ebiror. 
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out and applying, with assistance from many other agencies, the solu- 
tions for serious problems that American farmers have faced and are 
facing. ‘The task is no less than to develop and carry into effect, in 
conerete details, a sound agricultural policy for the United States, 
looking to Congress for sanction of such elements in this policy, as it 
develops, as may not be afforded by existing legislation. 

Viewed as a goal for prompt achievement, this is an impossible task. 
Tested by its early experience, particularly in a year of drastic business 
recession, the Board’s efforts could not help but disappoint high hopes 
that many entertained when the Agricultural Marketing Act was passed. 
The job is a herculean one—far too big at present for the Board, or 
any of its members, or its staff. But here is the hope: that the Board 
may grow up to this task, gaining wisdom from within and outside the 
Board, gradually bringing clarity of thought out of confusion and a 
coherent program out of a welter of conflicting ideas, mobilizing abun- 
dant but hitherto ill-organized forces so as to bring far larger powers 
to bear upon the agricultural problems that confront the nation. Mis- 
takes, even large and costly ones, may be made. Every successful busi- 
ness corporation has this experience. The important question is whether 
the Board can profit by its mistakes, make fewer and fewer as it pro- 
ceeds, wring out of its study and experience increasingly wise plans 
of action, and apply them with increasing effectiveness. 

The Agricultural Marketing Act is in general permissive, not manda- 
tory. Congress plainly expected the Board to act vigorously, but did 
not prescribe a fixed and definite program. In addition to the broad ob- 
jective, certain intermediate objectives are mentioned—minimizing specu- 
lation, fostering co-operative marketing by farmers, stabilizing the mar- 
keting and prices of farm products, prevention and control of sur- 
pluses. The Act fixed certain limits within which the Board should 
work. It charged the Board with making certain investigations and 
educating in the principles of co-operative marketing. It authorized 
appropriations for a revolving fund of half a billion dollars to be loaned 
to qualified co-operatives on easy terms, in any one of several ways, all 
in the discretion of the Board. It gave the Board authority to do several 
other things if in the Board’s judgment they would help in attaining the 
major objectives. The responsibility upon the Board is far heavier 


because of the wide leeway given to it under the Agricultural Marketing 
Act, 


Congress did not even incorporate in the Act, in mandatory fashion, 
any measuring stick of achievement, such as the ratio-price provision 
of an early McNary-Haugen bill. Nor did it prescribe any major 
device for remedying agricultural ills, such as the equalization fee plan 
or the export debenture scheme. The nearest approach to this lay in 
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emphasis upon the development of co-operative marketing associations 
not as an end in itself but as a major means to the end. So pronounce 
was this emphasis that faith in large possibilities of co-operative market. 
ing, as a form of business organization and a medium for organizing 
farmers for more effective production control, was a virtual prerequisit, 
for membership on the Board, and experience in co-operative marketing 
was an important though not essential qualification for membership 
Of necessity, therefore, the Board has regarded this responsibility a 
fundamental. A large part of its energies and those of its staff—j, 
particular of its Loan Division and Division of Co-operative Marketing 
has been devoted to this primary task. 


The charge has not been interpreted to require heterogeneous support 
of any and all associations that can claim to be co-operatives, or guile 
less faith in co-operative marketing as such. The Board’s efforts have 
been directed toward building up producer-owned, producer-controlled 
co-operative marketing organizations, soundly organized, wisely led, 
that have the promise of becoming business organizations of the highest 
standing. No uniform plan of organization has been insisted upon. 
Variations in plan and policy appear in the different associations, either 
because of divergences in conditions or because of desires of co-operative 
groups. For most of the major commodities and some lesser ones, 
national commodity co-operatives, made up of regional, state, and local 
regional associations, are now in operation. In other cases, where con- 
ditions do not seem to warrant such organization, or where existing co- 
operatives do not yet see the way clear to such association, no nationals 
have been formed. 

The Board has expressed its gratification at the progress made in 
this respect and its confidence in the ultimate outcome. Yet it is under 
no illusions that the mere establishment of such agencies is the end; 
it is but a beginning. Business organizations gain strength by exper: 
ence. Co-operative organizations require experience to grow in strength 
and wisdom as well as in size. The Board has a weighty responsibility 
for aiding in the maturing process, by guidance as well as by financial 
assistance. The process is not one to be completed in a few months, 
and no one can expect it to be smooth, easy, or at once completely 
successful. 

Important as the Board considers the perfection of machinery for 
co-operative marketing, it regards as also of outstanding importance 
radical improvements in the adjustment of agricultural production, 
in quantity, quality, costs, and balance, to actual and prospective ability 
of the market to absorb the goods produced. Surplus prevention is 
fundamental to surplus control. While recognizing possibilities of i- 
creasing market outlets, in certain directions, it considers that far mort 


‘lations, 
nounced 
market. 
yanizing 
"equisite 
rketing 
bership, 
as 
taff—jy 
keting 


support 
guile 
rts have 
ntrolled 
ely led, 
highest 
1 upon. 
3, either 
erative 
r ones, 
nd local 
con- 
ting co- 
a tionals 


nade in 
$ under 
he end; 
experi- 
trength 
sibility 
inancial 
months, 
ipletely 


ery for 
ortance 
luction, 
ability 
ition is 
s of 


ur more 


The Program of the Federal Farm Board 107 


effective adjustments of supply and cost must be made if agricultural 
operations are to be more profitable and agricultural stability enhanced. 
Important elements in its program are directed to this end, and it is in 
this field that the program stands in special need of further develop- 
ment. 

The Department of Agriculture has developed a valuable outlook 
service for farmers. The Board has bent its efforts toward strength- 
ening and improving this service. It has effectively thrown its weight 
on behalf of the enlargement of the foreign agricultural information 
service and more effective co-ordination of the foreign reporting work 
done by the Departments of Agriculture, State, and Commerce. It 
is co-operating in the analysis and interpretation of this information, 
for the available information is already far greater than is being effec- 
tively utilized. It is stressing the importance of a longer look ahead— 
planning not for a few months or a year but for a period of years. 
Last summer it co-operated in the preparation of a long-range outlook 
for wheat. Lately the same has been done in the case of cotton, and 
the Board is just issuing a bulletin of its own which supplements the De- 
partment of Agriculture publication. The Board is reinforcing the work 
of the federal and state extension services in bringing the outlook infor- 
mation home to producers. Already a considerable impetus has been 
given, and it has much further to go. 

Among the grounds for convictions as to the importance of farmer 
co-operatives is that, through these organizations, scattered individual 
growers may become keenly aware of the importance of adjusting pro- 
duction to prospective market demand, and be able to act in organized 
fashion to these ends. Few co-operatives have developed to a point 
where they are yet serving this purpose effectively, but the Board re- 
gards it as one of the most important functions that they can hope 
to perform. Had Mr. Stone been here, he would have elaborated this 
point and indicated how in his opinion, at least in certain fields, well- 
organized co-operatives, working in harmony with processors, can be 
expected to ensure adjustments of supplies at reasonably stable prices 
such as will return profits to the efficient grower, but not so high as to 
tempt the marginal farmer, the in-and-outer, to enter and disturb a 
rational production program. 

The Board does not pretend to have mastered this problem of re- 
adjustment. Its ramifications extend almost infinitely. We have not 
seen all of its implications, and we do not yet know how to deal with 
all that we do see. Yet already significant progress is being made. In 
some particulars, notably with respect to land policy, the program is 
in too early a stage of development to be set forth. The Board needs 
all the ideas and assistance that members of these associations, scattered 
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throughout the country, can render in working out the right progran 
and carrying it into effect. 

One of the most important points in this connection is that farmer; 
and farm leaders are coming more clearly to realize certain important 
truths. Farm Board or no Farm Board, co-operatives or no co-opera. 
tives, there is no panacea for agricultural ills, no magical device for ep. 
suring attractive prices regardless of the volume and costs of produc. 
tion. Too much attention has been directed to prices; far more impor- 
tant are net returns, and not simply in a single year, but over a period of 
years. The full burden of responsibility for inadequate farm income cap- 
not be laid at the door of middlemen, or speculators, or foreign pro- 
ducers, or the tariff, or railway charges, or costs of distribution, or all 
of these combined. Only as farmers can see their way clear to making 
essential readjustments in their own production and production methods 
—readjustments appropriate to their particular environment—can sub- 
stantially higher levels of farm incomes per farmer be secured. The 
Federal Farm Board does not expect to tell each farmer what he must 
do to be “saved”; indeed, it has come to realize that even the soundest 
general advice may be misinterpreted, misapplied, or inappropriate in 
particular cases. It is, however, vigorously seeking to put farmers in 
a much better position to make readjustments that are essential to 
their progress. 

Another central feature of the policy of Congress, as expressed in 
the Agricultural Marketing Act, was the emphasis on stabilization. 
The concept was not explicitly defined, and the means to be employed 
were not prescribed in detail. I refer you to the Board’s first annual re- 
port for a discussion of this big subject. The Board has taken the 
position that stabilization implies the introduction of numerous stabiliz- 
ing devices, but that “major stabilization operations,” involving resort 
to stabilization corporations, are to be regarded as exceptional. It 
recognizes certain dangers in such operations, and considers that the 
whole procedure must be tested before final judgment on its scope and 
limitations can be passed. In my subsequent remarks I shall make a 
few references to stabilization operations, but I wish now to turn to 
the topic of the Farm Board and the economists. 

The Board is alive to the fact that it has to deal with large, complex 
economic problems and that it must take economic forces intelligently 
into account. It enjoys invaluable co-operation from the Department 
of Agriculture and other federal agencies. In addition, however, the 
Board felt the need of developing an economic staff of its own—in part 
to make the most effective use of resources and co-operation from other 
agencies; in part to make appraisals and forecasts upon which current 
decisions might be based; in part to study its own experience and aid 
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the development of its policies; and for various other purposes. On 
leave of absence from my regular position, I have been trying to develop 
this work for the Board and to build up a staff capable of carrying 
it on. 

f Part of our job with the Board has been to show by actual perform- 
ance that economists are not hopelessly theoretical and hypercritical, 
but can grapple discriminatingly with pressing concrete situations ; that 
economists can work through to certain reasoned conclusions, and not 
stop with summing up sets of facts and arguments, or get lost in masses 
of detail; that economists can learn to talk and write, and summarize 
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making four leopard’s spots, and are learning much in the process. I have re- 
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I may turn human after all. 
I will not pretend that this staff has furnished the basis for all of 
the Board’s policies or decisions, many of which were in fact determined 


oundest {Me upon before the Economics Division was even in embryo, or that we have 
riate in approved all the measures that have been taken. Obviously this is not 
mers in [Me the place to go into details of difference. Three things, however, should 
ntial to be said. First, in my university experience I have never found myself 
incomplete harmony with university and departmental policies ; it would 
>ssed in astonish me if I were in full agreement with all that the Farm Board 
ization. has said or done or if the Board accepted all of our work at its own 
nployed valuation. Second, it is not safe to infer that the course of develop- 
nual re- ments would have been eminently satisfactory if the Board’s economic 
ken the staff had, at all points, determined that course; for economists them- 
stabiliz- # selves, inside the Board at least, are fallible, do not invariably agree 
r resort among themselves, and have much to learn from men of other sorts. 
val. It Mi Third, we are encouraged to exercise initiative, and to deal with the 
hat the #% Board freely and frankly, in ways that are stimulating to serious ef- 
ype and forts. The Board is apparently convinced that a selected group of 
make a cconomists, who will concentrate, at once scientifically and realistically, 
turn to upon the problems with which it has to deal, has much to contribute 
to its progress. It has gone far in approving the upbuilding of an 
complex economic staff, and is increasingly relying upon us for economic counsel 
ligently as well as assistance in other forms. 
.rtment There is room for further development of these functions. It is, 
rer, the however, not the policy of the Board to magnify its economic staff to 
in part the extent of displacing other agencies. On the contrary, it is the aim, 
n other in every way possible, to increase the Board’s reliance upon other 
current agencies, federal and state, public and private, and individuals as well. 
1 aid in We have no concern about working ourselves out of a job. 
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The Board welcomes the serious consideration of its policies, program 
and particular measures by the trained economists of the country. } 


expects criticism, is not afraid of it, and intends to profit by it. Th 
Board values discriminating analyses by outsiders of the basis of jt; 
policies, the direction in which they lead, and of alternatives that hay 
been or can be suggested. There has been some of this already, but noi 
nearly enough. The Board hopes that economists will not content then. 
selves with silence, or with knocks or boosts, in public or in private; by 
that they will, in good spirit, bear a part of the burden of working on 
the important problems in hand. Members of these associations cap, 
if they will, exert substantial influence upon the Board’s course of 
action. 

May I take the liberty, however, of suggesting a few things to you 
in this connection? ; 

You are sometimes amazed, no doubt, at the way in which member 
of the Board make statements on large matters of fact or policy, 
apparently without the degree of consideration which you think the 
matter deserves. May I say that I am likewise amazed at the freedom 
with which economists of repute, with less excuse, deliver themselves of 
opinions or judgments for which the foundation is exceedingly flimsy’ 
To save time and avoid controversy, I forbear to cite illustrations. But 
I wish that more of you might run the gantlet of having to present 
your criticisms, analyses, and proposals to those who need tests of 
their accuracy and must take the consequences of decisions based upon 
them. It is, I assure you, a sobering and wit-sharpening experience. 

Further in the interest of a tolerant spirit, let us frankly admit that 
hindsight is usually wiser than foresight. The Board must make its 
decisions as best it can on the basis of analyses and forecasts. Errors 
made in analyses and forecasts may render decisions inappropriate and 
lead to unwelcome consequences. We are seeking to perfect the base 
for far-reaching decisions, and to learn from past errors. We welcome 
your aid in this task, and want to profit by your own progress. 

May I ask you further to realize that the Board of necessity must 
grapple with actual situations? It must decide not merely between 
alternative courses of action; it must decide, often quickly, without the 
fullest opportunity for study and reflection, between action and inaction 
It must face the consequences of such decisions. In viewing its policies, 
therefore, you do well to put yourself in its place. It is not enough to 
argue that an action was followed by unsatisfactory results. The results 
may have occurred not because of but in spite of such action; and 
economists, of all people, should be the last to fall into the common error 
of reasoning post hoc, ergo propter hoc. Even if results that followed 
from a course of action were unsatisfactory, it is hardly enough to stop 
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with proving this; it is desirable to show that the results of inaction, or 
of a different course of action, would have been better. 

Let me illustrate with a few examples. 

In October, 1929, certain loan policies were adopted with respect to 
wheat and cotton that led into major stabilization operations the out- 
come of which cannot be regarded as satisfactory. Suppose, however, 
no action had been taken. In our judgment there is no doubt that 
radical declines in wheat and cotton prices would have taken place then, 
instead of later; that these declines would have been credited with heavy 
responsibility for the stock market crash, severe breaks in commodity 
prices in general, and extreme business depression. The actions taken 
did not prevent these disasters; but had the Board refused to exercise 
its powers in efforts to meet the situation, it would have suffered even 
weightier condemnation for merely standing by. 

Granting that with truer analysis of the situation and wiser handling 
of it, results might have been better, let us recall that the great piling 
up of world wheat stocks, which so seriously complicated the wheat 
situation last year, occurred before the Farm Board was ever estab- 
lished, and that the causes of the world-wide business depression are far 
too numerous to be laid to its charge. 

Moreover, let us see what might have happened if the Farm Board 
had had the power to apply the export debenture plan in the fall of 
1929. That was a year, like the present, in which the outstanding 
characteristic was a large excess of exportable surpluses of wheat over 
what importers were willing to take at any price. The theory of the 
debenture plan is that domestic prices would be raised by bidding up 
forexport. To enhance the domestic price would have required a very 
substantial increase in our exports. But any such addition to export 
pressure, as we are seeing in striking fashion this year in wheat, would 
have caused disastrous declines in world wheat prices, and caused the 
wheat pressed into export to fall to exceptional discounts under other 
wheats. In the fall of 1929 it did not take huge supplies of Argentine 
wheat to break the international market, pile up unsold in European 
ports, and sell at extreme discounts under other wheats. This year 
Russian wheat has done the same. Had our exports been stimulated by 
an export debenture scheme in the fall of 1929, Canadians would have 
heen forced to sell freely, and the resulting competition could easily 
have depressed prices in Liverpool to well below a dollar a bushel. With 
a special discount on our wheats, Chicago prices might have dropped to 
ninety cents or less in spite of the differential advantage of the debenture 
and even if no directly countervailing action had been taken. 

I cannot argue the matter here at length, but I wish to express my 
conviction that the past year would have been much more disastrous to 
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American farmers, and the present one no less difficult, if the debentuy, 
plan had been put in operation; and that not only the plan, but the 
Agricultural Marketing Act and the Farm Board itself, would hay 
been discredited in the process. The Treasury burden of the plan, 
moreover, would have been greater than all the losses that may be 
chargeable to the Farm Board’s operations in comparable periods, 

The Board’s policy of urging reduction in acreage of wheat and 
cotton has not received the respectful consideration from economists that 
it deserves. Suppose the Board, like Australia, had urged expansion of 
acreage, would this have been wiser? Suppose it had failed to take 
a long look ahead, and call attention to tendencies which have borne 


fruit all too soon, would farmers have been better off? 

The wheat stabilization measures recently adopted are the most con- 
spicuous in the Board’s immediate program. They represent an ex- 
treme type of action, taken in what was deemed a national emergency. 
By operations of the Grain Stabilization Corporation in wheat, our 
wheat prices are being held fairly stable, above export parity, while 
world market prices have sharply declined. The policy was not adopted 
until our best export period had passed, until a disastrous drought had 
increased domestic requirements for wheat, until wheat prices had fallen 
to levels making extensive feed use certain and not encouraging to ex- 
pansion of wheat acreage, until the world wheat picture had become 


clearly defined. Admitting risks in the operation and uncertainties as 
to the outcome, let us see what refusal to act would have involved. Even 
largely relieved of pressure from our exports, 


Liverpool prices have declined to nearly twenty cents under Chicago, 


with the world market 


whereas if we were liberally exporting, Chicago would be ten or fifteen 
cents below Liverpool. Prices of wheat in this country today would be at 
least thirty and probably forty cents lower had the Stabilization Cor- 
poration not gone into action. I submit that the consequences would 


have been far-reaching and serious. 
The day of realistic economics is here. This does not mean eschev- 


ing theory and becoming slaves to so-called facts. It does not mean 
abandoning hard, close reasoning, fertile hypotheses, clear-cut cor- 
cepts. It does not in becoming devotees of statistical method, to 
the exclusion of theoretical analysis. It means the concentration of all 
available resources of fact and technique upon the solution of problems 
of economic policy, public and private, and making the results avail- 
able for actual application. Granting that this is not the whole field 
of the economist’s efforts, the opportunities for such work on the part of 


economists are almost unlimited. So long as we economists are not 
measuring up to our possibilities in these regards, we must share the 
responsibility for defects of legislation and administration. Let us 
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not spend so much time in pointing out the shortcomings of others that 
we make no contribution ourselves. 

In conclusion, then, the Board does not solicit your casual endorse- 
ment of what it is doing. It welcomes your best appraisal of the ideas 
that it expresses, the measures that it takes, the aims that it avows. 
It also counts upon your efforts on the outside to supplement what the 
Board and its own staff are striving todo. It desires your understand- 
ing and, if possible, sympathetic interest in its efforts, but most par- 
ticularly the best aid that you can give in guiding its course most 
effectively toward the ultimate goal. I venture to suggest that you do 
not sit in the seat of the scornful, adopt a tone of antagonism or con- 
descension, or assume a cocksure attitude that carries its own condemna- 
tion. Rather let me urge that you recognize in the Board an intelligent, 
earnest, live body, often misguided but nevertheless capable of learning, 
admittedly not yet up to its job, and with a program still in the making; 
and that in a constructive spirit you will make your own important 
contributions toward the wise development of its policy and program. 


SOCIAL IMPLICATIONS OF THE RESTRICTION OF 
AGRICULTURAL OUTPUT 


By Joun D. Buacx 


Harvard University 


May I ask you to note that the title of this paper does not call for, 
discussion of the question whether or not agricultural output can k 
restricted. The title is not mine, but was suggested by the Presiden; 
of the American Farm Economic Association. No doubt a ma jority 
of economists believe that agricultural output cannot be restricted and 
that therefore to discuss the implications of such restriction is a wast 
of energy. But this is not an issue so far as the purposes of this paper 
are concerned. ‘This paper must assume that agricultural output can 
be restricted. I am therefore discussing the subject as if there wer 
an organization of agriculturists in this country large enough and 
powerful enough to carry out the various programs of restriction which 
I am about to discuss. One might call this organization “The United 
States Agricultural Combination.” If you wished, you might depart- 
mentalize this organization by commodities, so as to have separate con- 
binations for wheat, cotton, and all the other farm products. But in 
that case, you would have to provide for co-operation between these 
commodity combinations. Otherwise the producer members of one con- 
modity combination might shift to other products when restricted in the 
production of their own commodity. 

Such an organization as this might adopt any one of the following 


five programs: 

Program I. Merely seek to level out production from year to year, 
to keep farmers at times from overplanting and overbreeding and 
underplanting and underbreeding. Applied to hog production, this 
program if effective would merely eliminate the hog cycle. Applied to 
apples, it would prevent alternating periods of much and little planting 
of trees. Applied to annual crops, it would adjust each year’s sowing: 
to the carry-over from the year previous. It would not be a dead level 
of production that would be sought, because production of any com- 
modity is likely to be tending upward or downward at any time; rather 
the objective would be as close conformity as possible to a projected 
trend line. 

Program II. Seek to exact a full monopoly price, in so far as possible 
with such competition from other countries as is permitted by tarif 
duties existing at the time. The monopoly price sought would be the 
price which would maximize the net incomes of the producers of the 
commodity in this country—which theoretically is the price which would 
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give the largest multiplication product of net income per bushel times 
number of bushels. To realize such prices for any farm product which 
can be imported, a tariff duty will be needed high enough to permit 
prices in this country to rise to the monopoly point above defined with- 
out any importations occurring. Of course an embargo such as Mr. 
Legge has now suggested for wheat would accomplish the same purpose. 
If the tariff duty is less than this, only part of a full monopoly price 
will be possible. It should be clear that such a program not only re- 
quires that there will be no exports of the commodity; but that produc- 
tion will be further reduced to the point that will yield maximum net 
income. In practice, with tariff duties commonly lower than needed for 
full monopoly price, the highest possible maximum will commonly be 
reached when production is just at the point of making the tariff duty 
fully effective and importation is about to begin. 

Obviously if such a program were carried out, and the tariff duties 
were high enough, there would be neither imports nor exports of the 
commodities monopolized. If applied to all commodities, we would cease 
exporting cotton, wheat, corn, pork, and lard. 

Another possibility, of course, would be producing more than would 
be consumed at monopoly prices, but releasing only restricted amounts 
for domestic consumption, dumping the remainder on foreign markets 
at lower prices—a program not unknown to some manufacturers in this 
country—and already proposed, with some variations, for agriculture 
under the name of the McNary-Haugen bill. The amount to dump is 
of course everything above what will yield a full monopoly price on 
domestic consumption, or make the tariff duty fully effective in case it is 
not high enough to establish a full monopoly price. Obviously such a 
program as this is more of a marketing than a production program. 

Program III. Seek to establish a full monopoly price by joining 
forces with similar combinations in all other countries producing the 
same commodity. Such a program if effective would produce world 
monopoly prices—such as Brazil has probably sought in times past for 
coffee, and towards which the sugar interests have recently been striving 
by means of an international agreement to curtail production. This is 
also true of the copper and tin interests. 

Program IV. Seek for full control of production so as to be able to 
bargain collectively with a combination of buyers of farm products—a 
full monopoly of sellers bargaining with a monopoly of buyers which 
may be either complete or only partial. Such an arrangement would be 
realized in a fluid milk market if the producers’ organization effectively 
controlled all the supply and the milk distributers operated more or less 
as a unit in buying. 

Program V. Seek for control of only a major fraction of the supply 
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either in the domestic market only, or in the world market also by inter. 
national agreements, bargaining with organized buyers where necessary, 
The general term given to such control is duopoly as distinguished from 
monopoly. Strictly speaking, under duopoly two completely independ. 
ent producers, and two only, control all the supply. But having thre 
such independent producers or four or any number short of enough to 


give perfect competition, is, so far as the principles involved are cop. 
cerned, merely a variant of the case with two independent producers, 
Hence the term duopoly can be used to designate all forms of fractional] 
control of supply. In practice, such fractional control commonly takes 
the form of one large unit and a good many small independents, |p 
agriculture, the independents are likely to be numerous and very small, 

At this point you must be reminded that the subject under dis. 
cussion is control of agricultural production, not of agricultural market. 


ing. Programs similar to all five of the foregoing can be developed for 
the control of the flow of goods to market after they are produced, 


They would be directed at distributing the sale of the product over the 


year, and over into the next year in the case of products commonly 
carried over, in such a way as to maximize the net sales receipts from 
them after they are produced. They would probably also include dis- 
tributing the product between different consuming centers, and between 


different utilizations, with the same objectives in view. Control of pro- 
duction and control of marketing must of course be closely related to 
each other. In the case of seasonal products like grain and cotton, any 
decision to carry over an abnormal amount into the next year must be 
followed by especial restriction of production. In the case of livestock 
and livestock products, rate and time of production and rate and time 
of marketing can be synchronized through adjustment of breeding and 
feeding operations. In the discussion following, any adjustment of 
marketing to production that is needed will be assumed. 


Now as to the social implications of the above five programs. The 
discussion of these need not be prolonged. 

As far as Program I, seeking to remove irregularities in production, 
is concerned, there need be no argument. To be sure, a certain amount 
of monopoly practice may be involved in it; but the monopoly effects 
are merely temporary. Producers refrain by agreement from overpro- 
duction so that there will not be ensuing periods of underproduction 
Consumers gain along with producers from such a program. But one 
caution must be interposed. It is not easy to know what volume of pro- 


duction will prove to be regular; that is, what will equilibrate supply 
and demand year in and year out, allowing for such trends as develop. 
Under these circumstances, bias is likely to operate, and it will usually 
be in the direction of higher prices for current production. The tendency 
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will thus be to attempt to regularize production on too high a price 
basis. The evil of this plan will not be so much higher prices for the 
consumers, as a failure of the program of stabilization. 

Program II, definite striving for full monopoly control, in so far as 
possible with such tariff duties as are in effect, is of course generally 
regarded as antisocial conduct. Governments grant such monopoly 
rights to inventors and authors, but only for a few years to encourage 
invention and get production started. We can be sure that our public 
is not going to grant full monopoly control over staple farm products. 
But it may be ready to grant such control up to the limit set by the 
tariff duties it imposes. The opposition in the East to the McNary- 
Haugen bill, which was essentially a proposal for such a monopoly, would 
suggest not. But a different personnel in control of the Republican 
Party might have given us a different answer. Perhaps our public is 
ready to permit monopoly action among agricultural producers up to 
the point of making tariff duties effective. To do so will raise the cost 
of living in cities, it is true; but perhaps we as a nation are ready thus 
to subsidize agriculture. We must admit that we have long subsidized 
manufacturing in this way. ‘There is not the slightest doubt that a 
considerable amount of unity of action among manufacturers in this 
country has been a factor in making the tariff duties on their products 
effective. Such unity of action is rather easily attained if only a few 
producers are involved; especially easily attained if one large producer 
controls most of the output. 

Program III, like the foregoing except that it substitutes international 
agreements for tariff walls, would, if successful, give us full monopoly 
prices for all products included in the combination. Each product 
would be turned out in that volume which multiplied by price would yield 
the largest net income for its producers. No general argument is needed 
as to the non-social character of such arrangements. ‘They have been 
discussed at international conferences of the wheat pools and at other 
international gatherings. The recent sugar attempt has already been 
cited. We can expect an increasing number of ventures along these 
lines. However, the activities of such organizations for a while at least 
will no doubt be directed more at regularizing production than at re- 
stricting it and as such will be socially desirable. 

Under this head, only one point is worth making. If actual world 
monopolies were created for several agricultural products, the pro- 
ducers of them would in many cases use their remaining land and labor 
to increase the output of other products and lower the prices of these. 
The monopoly products would tend to carry the overhead of the farm 
business, and other farm products would be produced if they merely 
exceeded the prime costs. Producers and consumers would therefore 
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both have lower prices of some products to offset at least partly the 
higher prices of the others. As more products were monopolized, hoy. 
ever, these offsets would be of less importance. Another effect woul 
also begin to appear. The monopolizers would find themselves spending 
more of their income on products of other monopolies. Real incomes 
in goods would eventually begin to decline for the monopolists themselves, 
A society in which all goods are produced on a monopoly basis js , 
reductio ad absurdum sort of a society. 

Program IV, collective bargaining with organized buyers, if it cap 
be made to work, is not socially objectionable, if the organized buyen 
are the consumers. In fact, it has much to recommend it on this basis, 
The prices which would be obtained by this means would in Many cases 
represent closer approaches to equilibrium prices than those now aris- 
ing in our supposedly freely competitive markets. The relative strength 
of the two organizations, their power to withhold production and keep 
members in line, would figure in the prices agreed upon; but prices would 
never be greatly distorted for any long period of time. 

If the organized buyers were middlemen, however, the situation would 
be greatly changed, because the consumers would be without adequate 
defense against the two combinations. This is the form which such 
organizations of buyers and sellers are likely to take at first. 

Program V, duopoly or control of a fraction of the supply, with some 
effect on prices in consequence, no doubt comes nearest to what any 
organization of agricultural producers is likely to achieve. The Con- 
gress of the United States has already considered this program, and 
has passed an Act embodying its conclusions. This Act—the Capper- 
Volstead Co-operative Marketing Act—according to interpretations 
most generally accepted, gives agricultural co-operatives a chance to 
regulate the flow of goods to market, and even to regulate production, 
so long as they do not unduly enhance the price. This is to be inter- 
preted to mean that some small enhancement of the price is permissible 
if compensating advantages are associated with it in the form of ir- 
creased stability in production, greater certainty of adequate supply, 
more dependable quality, and the like. It is assumed that the compensa- 
tion of slightly better prices may be needed to get producer members of 
co-operatives to stabilize their production as is desired, or to furnish the 
necessary incentive to hold members to a needed organization. The 
foregoing does not mean, however, that fractional control could not 
augment prices more than is good social policy. For a discussion of 
the possibilities of control of price through fractional control, the reader 
is referred to the article on duopoly by Dr. E. H. Chamberlin in the 
Quarterly Journal of Economics of November, 1929. Space does not 
permit even reviewing the points in this article. 
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Since this subject has been announced as part of the session devoted 
to the Federal Farm Board, I suppose that I am expected to relate my 
discussion to the work of the Board. What powers along the lines of 
the foregoing five policies are conferred upon the Board in the Agri- 
cultural Marketing Act? Is or is not the Board granted monopoly 
power? Are the co-operative associations, stabilization corporations, 
and clearing house associations which the Board is instructed to foster, 
cranted monopoly power? Unfortunately the language of the Act 
proves to be indecisive when put to such a test. In Section 1, the 
Board is instructed to encourage “the organization of producers into 
efective associations or corporations under their own control for greater 
unity of effort in marketing.” “Unity of effort” among producers 
sounds like a definition of monopoly practice. But the adjective 
“greater” takes away most of the monopoly implication, and makes us 
realize that only such unity of effort is intended as is now accorded to 
co-operatives under the Capper-Volstead Co-operative Marketing Act. 
In the same section of the Act, the Board is instructed to aid in pre- 
venting surpluses such as cause “undue and excessive fluctuations or de- 
pressions in prices” ; and a surplus is then defined as a supply in “excess 
of the requirements for orderly distribution or in excess of domestic 
requirements.” Obviously, real power to prevent production that re- 
sults in undue or excessive depressions in price or in exportable surpluses 
vould be monopoly power indeed. But the Board is authorized only to 
aid in preventing such production. Just what specific monopoly devices 
the courts would define as proper aid in that direction is difficult to 
forecast. One surmises that an effort was made in framing the Agri- 
cultural Marketing Act to adhere to the sense of the Capper-Volstead 
Act; that is, to permit monopoly practice so long as it does not “unduly 
enhance the price.” At another point (Section 3), the Act uses the ex- 
pression “advising the producers . . . in the development of suitable 
programs of planting or breeding in order to secure maximum benefits 
under this Act consistent with the policy declared in Section 1.” No 
doubt such advising is most of what is intended. The phrase “maximum 
benefits” would suggest monopoly price definitely were it not qualified 
by the phrase “consistent with the policy declared in Section 1.” 

It is also true that the Act affirms the intention of Congress through 
the instrumentality of the Board to place agriculture on a basis of 
equality with industry; but this can hardly be taken to empower the 
Board to employ monopoly tactics to attain the end. 

Finally, one must not forget that the Act is called a “Marketing 
Act,” and although “orderly production” is mentioned later in 
parallel with “orderly distribution,” it is mentioned only as means to 
“effective merchandizing” and to protecting, controlling, and stabilizing 
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the currents of commerce in the marketing of farm products anj 
their derivatives. The “surplus control operations” mentioned here anj 
there in the Act no doubt include both production and marketing opers. 
tions, but the production principally as accessory to the marketing, 
Now let us turn to the policies of the Board set up under the Aq 
Its recent annual report is the most authoritative source of evideng 
as to these policies. All of the following statements, more than a litt, 
inconsistent as some of them are, are found in rather close juxtapositio, 
The central marketing associations are set up, “not to set aside th 
law of supply and demand and artificially raise prices to consumers, by} 
to engage in merchandizing programs that will reflect back to the; 
farmer members the actual value of their products to processors and ult 
mate consumers” (p. 6). It is hoped that the co-operatives “will gain 
control of a sufficient volume of the various commodities to influen: 
favorably the marketing methods and market flow and to have a sub- 
stantial degree of bargaining power in marketing these products’ 
(p. 6). (These two statements are consistent only if we assume that th 
substantial bargaining gains are all to be taken out of middlemen’ 
profits, and none are to be passed on to consumers. ) 
Other pertinent language is the following: “to exercise effective con 
trol over the marketing of a considerable portion of each commodity" 
(p. 8). “The exercise of some influence on the quantity . . . of com 
modities produced for the market” (p. 4); “regional and national 
organizations for a unified program in the marketing of . . . products” 
(p. 6). “When once the producers and their co-operatives within a 
commodity group have unified their marketing operations into a single 
organization” (p. 7). 
These expressions all suggest monopolistic intent. Exerting monopoly 
influence over the supply is different from and probably less important 
than exercising effective control over the marketing of a considerable 
portion of it, but both represent monopolistic intent. Mere unification 
of operations in itself may not be monopolistic; but if it is pointed at 
influencing prices, it surely is. 
In the part of the report dealing with “surplus control measures,” 
the first statement is as follows: “Not stabilization in the sense of rigid 
fixation or leveling of prices, but stabilizing in the sense of limiting 
fluctuations and cushioning the shocks from severe fluctuations, is re 
garded as the objective” (p. 24). But later statements refer to the 
need of “prevention of surpluses, through control of excessive produc 
tion” (p. 25-6), and go so far as definitely to suggest in the case of 
wheat, the “curtailment of production, with a view to reducing, and if 
possible, eventually eliminating our export surplus so that the tarif 
might become effective on American prices” (p. 85). All of us ar 
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familiar with the fact that members of the Board have been urging the 
wheat farmers during the past year to reduce their acreage to the’ 
oint of stopping exportation. The report definitely suggests that the 
co-operatives will not have done their duty until they have adjusted the 
production of their members “to effective market demand.” ‘There is 
surely definite intent indicated in these statements to restrict production 
and raise prices by unified action. 

The above cited expression “adjust production to effective market 
demand,” is repeated with variations throughout the report: “produc- 
tion must be brought in line with consumer demand” (p. 8) ; “adjusting 
to thejamproduction to potential market requirements” (p. 4); “production in 
excess of market requirements” (p. 26). The Marketing Act itself 
speaks of excess above “domestic requirements” (Section 1). In similar 
vein is the statement above cited about getting back to the farmers “the 
actual value of their products to processors and ultimate consumers” 
roducts* aE (p- 6). It is of course a commonplace to economists that there are no 
» that them cctinite market requirements for farm products. For all of them, the 
Idlemen'qmmemount consumed depends upon the price of the commodity itself, the 
uses to which it may be put at various prices, the supply and price of 
substitutes, and a score of other factors. Recently we have learned 
nmodity’ Meme’ that even the consumption of wheat varies with the price and 
of com mscveral other factors. Similarly the “value” of it to ultimate consumers 
nationale depend upon how much is available and the uses to which consumers 
can afford to put it, whether as white bread, brown bread, or feed for 
livestock. The prefixing of the adjective “potential” in one place, and 
substituting the phrase “effective market demand” in another, no doubt 
represent attempts of the economists of the Board to protect themselves 
from the above false implications of the phrase “market requirements” ; 
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ll but they scarcely suffice. Clearly the Board members are thinking mostly 
siderable am © terms of rather definite amounts. 
Bertin The relation of this to the monopoly question is that if a central 
ointed at MEE CO-OPCrative association, or a stabilization corporation, working with 

the Board, does adjust the production of a farm product to a definite 
easures,” Ma mount determined in advance to be the domestic market requirement, 
» of rigid they have by this act established a monopoly price, and the amount 
limiting which they decide to have produced determines what the monopoly price 
ns, is te vill be, so long as it is not so small as to raise domestic prices above 
xr to the MMe °¢ tariff wall. The Board, however, surely does not have in mind that 
- produc: the amount designated as the market requirement will be such as to 
» case of age P'Oduce an exorbitant monopoly price, but instead only some price which 
g, and if to them would seem reasonable. 
he tarif The foregoing analysis has made no distinction between acts of the 


f us are Mm Bord, of the central co-operative associations, and of the stabilization 
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corporations. For the purposes of the present analysis, they are one and 
the same. I may also add that so far as the public is concerned, they 
are very nearly one and the same. The public cannot hold the Board 
responsible for each detail of conduct of the central co-operatives and 
stabilization corporations ; but it can and will hold the Board responsible 
for the major policies of these organizations and for the total effects 
of their activities. No disclaimers which the Board may make to the 
contrary will relieve it of such responsibility. The public has not given 
the Board a half-billion dollar revolving fund to use as an instrument 
of control over the co-operatives without holding the Board largely 
responsible for what the co-operatives do. 

Let us now return to the five programs described earlier and relate 
each of them to the Agricultural Marketing Act and the Federal Farm 
Board. 

As far as Program I, seeking to remove irregularities in production, 
is concerned, the Act very definitely means this by its references to 
orderly production and to preventing surpluses and excessive fluctua- 
tions and depressions in price. The Board refers to orderly production 
in its report, but nowhere sets up a definition of it. Adjusting produc- 
tion to market requirements will not in itself regularize production. It 
will do so only if the amounts designated as market requirements are 
such as result in prices that will keep production in line with prevailing 
trends. It is still necessary to determine what production is in line with 
prevailing trends. The general tendency of such estimates to be biassed 
downward has already been mentioned. The Federal Farm Board men- 
bership is chosen from co-operatives, whose members in turn are pro- 
ducers. The danger of bias will therefore be especially strong. If the 
Board and stabilization corporations any year are holding some of the 
past year’s crop as at present, they will have further reason to be 
biassed toward curtailing production too much. We must also not 
forget that the Board is not yet in position to be entirely indifferent 
to the fortunes of whichever party may be in power. 

What are the trends in cotton and wheat production in the United 
States at present? Most of us would say upward in volume and down- 
ward in price. Is the Board prepared to accept such a situation, or is 
it likely to attempt to stabilize production at a smaller volume and 
higher price? 

As for Program II, seeking for full monopoly power, the embargo on 
wheat imports which Mr. Legge has recently suggested would give the 
Board such power so far as this year’s crop is concerned. But all that 
producers in this country would have to do to break such a monopoly 
next year and afterwards, if the embargo were continued, would be to 
keep on producing as much wheat as they have been. The accepted 
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program of the Board is getting producers to reduce output until the 
exportable surplus is eliminated with the tariff fully effective on price. 
If this can be done, the result will be a monopoly price up to the limit 
of the tariff duty above the world price. It is true that the monopoly 
«| be unstable, since the higher prices will stimulate more production 
and break the combine; but if it works, the result will be a true monopoly. 
You may call attention to the fact that unity of action is essential to a 
monopoly. There will be unity of action present in this case. The 
roderal Farm Board and the co-operatives will have acted as leaders 
‘. getting producers to act in a unified manner to curtail production 
,nd obtain a monopoly price. 

The present tariff duty on butter has been effective on prices much of 
the time since it was established because production has not until lately 
responded to price as much as expected. But it is ordinarily assumed 
that there has not been unity of action among producers to keep output 
own, and hence that the butter price thus far has not been a monopoly 
nrice. If, however, one could say that the Department of Agriculture 
this ease has acted as leader and induced curtailed production by 
means of its outlook reports, then one would have to admit monopoly 
cect even in this case. I mention this instance as evidence that we may 
already have gone considerable distance in the direction of permit- 
ting monopoly control of agricultural production behind a tariff wall. 
Furthermore, the Board’s program for wheat, monopolistic though it 
may be, is not out of line with accepted practice in industry, and we as 
a nation cannot honestly object to it on this score. 

As for Program III, involving international agreements, the Federal 
Farm Board has not publicly indicated any interest in such a program. 
One might surmise that it has held conversations with representatives of 
the Canadian Wheat Pool in which possibilities along this line were dis- 
cussed; but I doubt that any joint action has been undertaken. 

The Federal Farm Board likewise has not suggested a collective bar- 
gaining program; but no doubt it stands ready to adopt such an ar- 
rangement with any group of organized buyers that may appear. The 
tobacco situation may furnish the Board its first real opportunity along 
this line. 

The program of fractional control, No. IV, is most nearly what the 
Board has in mind for most commodities. It has actually assisted in 
a program of signing up 92 per cent of California’s grape production. 
Th effectiveness of such a procedure depends upon how well the combine 
sable to control the production of its members, and the ability and be- 
havior of the producers of the other 8 per cent. If it is able to curb 
| the desires for expansion of its members as prices improve, and im- 
ports can be held in check by tariff duties, and the non-members do not 


gely 
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expand their production, it can raise prices to full monopoly ley, 
The chances are, however, that nothing as drastic as this is intend 
that stabilization of production will be the main objective, and op) 
a small amount of raising of prices above a competitive level, Pag 
experience has been that members will not keep their production in |i; 
if prices rise very much. The Board’s expressed intent is that on) 


“substantial” bargaining gains will be sought. fe 
I think we may conclude from the foregoing that the Agriculture dev: 
Marketing Act authorizes the Federal Farm Board to assist I 
operatives and agricultural producers generally in programs of restric 022 
tion of agricultural output, surely to go as far along this line as jae *™ 
intended in the Capper-Volstead Co-operative Marketing Act, and possi mis 
bly to go as far as to restrict output to what will be consumed at ho _ 
at prices established relative to world prices by tariff barriers. Ast * 
this latter, we cannot be sure. The language of the Act is indecisive. Rec 
Some of the pronouncements of the Board suggest going as far with 4:1 
restriction of output as the latter statement indicates. This is param yi] 
ticularly true of the proposal to eliminate exportable surpluses andi hal 
make tariff duties effective. It is even involved in its suggestion to lini 
production to definite amounts said to represent market requirements, imp 
What about the social implications of this? Probably no more r pop 
striction is intended than is already common practice among manu uti 
facturers. The only difference is that the manufacturers, being fevermm ‘” 
in number, and assisted more by tariffs, have been able to make con ® 
siderable headway by themselves, whereas farmers need assistance i ci 
they are to make any headway. Perhaps it is bad for society that mn 
either should employ such devices. Certainly many will so argue. Ant, 
other point of view is that stabilization of output inevitably means someil jin 
restriction too; but that the stabilization is worth more to society than 
what is lost by the restrictions. ide 
So far as agriculture is concerned, restriction of output will bey mw 
achieved only slowly. If notable curtailments of output are now anda ' 
then attained, they will not last. The lasting restrictions will be a slovay 
growth, associated with rising standards of living among the producers. a 
Society has little to fear and more to gain from the efforts of the Board 9 
and the co-operatives along this line. We must never forget that having " 
a multitude of producers in place of a few is in itself almost a guarantee le 
that unity of effort is not likely to be carried to dangerous degrees. D 
po 
ta 
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id onl LAND ECONOMICS 

Ricuarp T. Exy, Chairman 

at on! Ricuarp T. Ery.—Land economics is distinct from real estate. It deals 


with the human relations arising out of the use of land and the principles 
jeveloped from the study of such relationships are applied in real estate. 

Land economics is one of the most important branches of economics. For 
many individuals the purchase of land is the most important transaction to 
which they are a party. Then, too, the seriousness of the consequences of 
mistakes in land utilization enhances the significance of the study of land 


d “a problems. Mistakes in land use or policy are of long duration and one of the 
uses of present hard times is faulty land utilization. 
As 


But the significance of these facts is not fully appreciated. The report on 
Recent Economie Changes omitted all reference to recent changes in land 
utilization and policy and included only a very slight treatment of public 
utilities. How valuable can a report of that nature be which neglects one- 
half the wealth of the country? 

The relation of population to land uses and land values is of primary 
importance. Contrary to common belief land values do not always rise with 
population; farm land values are declining at the present time; more efficient 
utilization has offset the effect of increased population. The possibilities of 
forecasting land values with reference to population are full of promise. 

P. K. Wue_ptron.—In making predictions as to future trends in popu- 
lation growth and land utilization it seems wise not to go beyond the year 
2000. Possibly it would be more prudent to limit the discussion to a shorter 
interval, for the next 70 years offer plenty of time for these predictions to go 
astray. However, the year 2000 affords a convenient goal in spite of these 

The last one or two decades have witnessed a rapid change in current 
ideas regarding the future population growth in this country. The increasing 
numerical gains and the rising rates of growth revealed in the censuses prior 
to 1910 gave rise to the fear of serious difficulties from pressure of population 


ie, An- 


ea slow = food supply in the United States. Predictions of a population of between 
oducers. iE °J2:000,000 and 500,000,000 by the end of the twentieth century have been 
common, 


The Census of 1920, however, revealed a new tendency in the form of a 
smaller increase than that of the preceding decade and a rate of growth of 
less than 15 per cent. Still greater surprise was caused by the estimates of 
Drs, Pearl and Reed on the basis of their logistic curve which indicated a 
population of 185,000,000 in 2000, with an upper limit of 197,000,000 to 
ve reached after 2100 a.v. But these pessimistic facts and estimates have 
received but secant consideration. 

The Seripps Foundation estimates have been worked out by a rather de- 
‘ailed method. In brief, the plan was to divide the native white, foreign 
white, and Negro rural and urban groups into five-year age periods; calculate 
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the past trend of birth rates, death rates, and rural to urban migration as far la 
as data allowed for each age period; and estimate the future trend. Immign,. Mi 2 
tion was allowed for on the basis of the regulations existing in 1927, under gr 
which there had been an excess of arrivals over departures of about 200,000 é 
per year. Starting with the 1920 population, applying these birth and deat, ME P° 
rates for each age period, allowing for rural to urban migration, and adding 
net immigration, the estimated population by race, nativity, and age wa fmm 4 
calculated for 1925, 1930, and each fifth year thereafter. The result wa} Jam 
prediction of 122,900,000 for 1930; 185,000,000 for 2000; and almost , im °° 
increase thereafter. la 

These estimates are not based on, nor do they represent, any law of popu. ut 
lation growth. ‘They are simply the result of an empirical process. Thi 
1930 Census has shown them to be slightly in error already, since the actulia ™ 
population was about .1 per cent below the estimate. This seems to hacia ™ 
been attributable mainly to a greater fall in the birth rate than was expected, ki 
The Scripps Foundation estimates need to be revised downward, therefore * 
and will be so corrected as soon as data by age groups are available fram *” 
the 1930 Census 

Immigration and birth rates are the uncertain factors which complicate ° 
estimates of future population. Death rates are fairly stable and the posi-fm °° 
bility of their further decrease is relatively limited. Birth rates fluctuate 
irregularly; so future predictions are likely to contain a high percentage of 
error. While sentiment for restriction of immigration continues, possible social of 
and economic changes may bring about a radical change of policy within the alt 
century. Hence, in the light of present knowledge, about all that can be said 
is that the size of our population in 2000 is not likely to exceed 175,000,000%N 
and may be nearer 160,000,000, the figure mentioned by Dr. O. E. Baker. lat 

The growth of population by size of community offers an interesting fel * 
for speculation to the populationist and to the land economist. Opinion i * 
probably unanimous that the greater part of the future increase will accu *” 
to cities; the uncertainties are the amount of the rural gain and the distri of 
bution of the urban gains. The 1930 Census shows that the trend towar ” 
concentration in large cities has continued, even allowing for annexations sinc - 
1920 and for shifts of cities from one size group to another. The rural! popu 
lation has increased 5 per cent in the last decade but much of this gain i ~ 
scarcely rural, and probably will not be so classed in the future, since iti po 
made up of city workers who have built acre-lot colonies outside city limita ~ 
largely in the eastern states. From the standpoint of farm management it! de 
possible that farm population in 2000 a.p. will be less than that in 193 ‘s 
and that any rural increase will come from villages and acre-lot colonies. Th “ 
farm to city migration may be further hastened by the necessity of increase “a 
size of farms in order to take advantage of large modern farm equipmen . 
A contrary prediction is that farming will become more intensive as popula . 
tion approaches the 175,000,000 mark. Assuming a population of 175,000,00 
in 2000, the prediction may be made that the increase over 1930 may é 
distributed as follows: 5,000,000 to rural areas and 47,000,000 to urban area cS 


Perhaps the most significant difference to be expected in the future pop! 


128 American Economic Association 


Land Economics 127 


iation is a change in the direction of a more even age distribution. Population 
in the older age groups will increase more rapidly than in the younger age 
zroups and the median age will become considerably higher than the 1920 

re. Among the causes of these changes are the present immigration 
slicy, the decline in the birth rate, and the decline in the death rate. 

What will be the effect of these population changes on land policies? 
4 slowing up of population growth is likely to have a corresponding ef- 
fect on the purchasing power of land. Possibly toward the close of the 
century the increase in numbers will be so small that its tendency to raise 
and values will be more than offset by progress in the efficiency of land 
stilization, resulting in a decline in the purchasing power of land. It will 
become increasingly erroneous to assume that the depreciation on a building 
will be offset by appreciation of its site value. Of undiminished importance 
will be the proper classification of land in order to provide that the various 
kinds of land are utilized to the proper degree of intensity and that the 
stepping up of land to higher planes of utilization will take place in an orderly 
and purposeful fashion. 

This decrease in the value of land will probably be accompanied by 
greater limitations on the rights of individual ownership, for the increase in 
population, though small, will be sufficient to warrant increased social con- 
trol of land utilization. 

No great additions to the acreage of agricultural land nor to the intensity 
of its culture may be needed to maintain the moderately larger population, 
although an increase in acreage may be necessary in certain localities. 

Since most of the future growth of population will accrue to urban com- 


000,000 munities, urban land planning may undergo greater development than rural 
- ih land planning. However, the slowing up of population growth generally 
ine fel should bring about greater stability in the use of urban land by reducing the 
rie ae Shifts from one use to another, which will prolong the useful life of business 
at buildings and alter the ratio of improvement to site value. The development 
e distri of new high-grade residential areas should be less rapid, although a con- 
a tinued high standard of living and the desire of well-to-do people for new 
sel homes in new districts will be opposing factors. 

al pope The slackening of urban population growth will probably call forth in- 
5 gain i creased competition between cities for each additional person, with corres- 
ie pondingly increased efforts on the part of chambers of commerce and other 
» limits vie organizations in offering inducements to attract new industries. The 
sent it degree of success attending these efforts, together with differences inherent 
in 193 in location, will allow some cities to gain in population while others lose, 
‘es. Th causing greater inter-city differentials in land value trends. Already evi- 
late dences are present of such changes, for in spite of fairly large gains in 
nipmea! cities as a whole and a larger national gain from 1920 to 1930, 226 cities 
, popula ot over 10,000 population declined in population compared with 139 in the 
000,00 decade from 1910 to 1920. 

Soe However, the future of urban land utilization may be affected more by 
aan the possibility of change in city organization than by future population 
re popt growth, though the latter does set the limit within which the former works. 
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Traffic congestion in relation to decentralization; the relative costs of 


centralization and subways or doubledecker streets—these are instances in a 
point. 

Differences in the rate of growth of various age groups should haye some H 
effect on future land utilization. The probable increase in the number of old visio 
people in 1975 and the only slightly larger number of persons under twen}y le 
should make possible greater concentration of urban population in residen. faire 
tial areas. The older members of the population require less room than the MM sjcu! 
younger, and thus tend to swell the apartment-house population. The effec i .»,, 
of these age groups on the number of schools, old people’s homes, playgrounds, ; S 
and golf courses offer opportunity for speculation as to future land utilization Mj, 

What effect the decrease in the proportion of children will have on th hess 
need for low-grade tenement house districts, which are now so filled by large rath 
families, depends in part on what happens among the increasing groups of divi 
people past fifty years of age. The ratio of adults in the best working ages HM ,¢ j 
to younger and older persons will be somewhat lower in the future than in — 


the past, the relative decrease in children being more than offset by the in- 


crease in old people. If unemployment difficulties of persons over forty-five ” : 
and fifty continue, the dependent age may replace part of the children ip sect 
crowded tenement districts. On the other hand, if these difficulties ar anh 
solved, the result may be a higher standard of living and a decrease in this com 
type of congestion in urban living. ae 
The increase in the proportion of older persons in the population vill _ 
probably increase the conservative nature of the population, if conservatism he 
varies directly with age, and the influence of this type of thought on our land But 
policies may be far from negligible. - 
These are some of the probable effects of population growth on land utili- iad 
zation during the remainder of the century. Certain land problems of mor sp 
or less import must be omitted; others may not become pressing until later. . 
One land problem, in particular, that has long been important in China, is of 
not likely to become so in the United States by the year 2000. With the ext 
slowing up in population growth and the increase in longevity, we can post- the 
pone farther into the future the time when our descendants need worry greatly che 
over the amount of land tied up in burial grounds. he 
Louis I. Dustin.—Population forecasting has been more profitable than 
we have imagined, for in the United States we have been misled by appear- 
ances of population increase; the country had been going forward with rapid Uy 
strides. But the tendency to increase is drawing to a close and we are ap- r 
proaching balanced population. An indication of such a result might have th 
been seen in the age distribution of the population. The slowing up of a 
immigration with the consequent reduction of persons of child-bearing age tr 
together with the declining birth rate are important factors in the slackening 7 
of population increase. in 
What remains is to secure general recognition of the economic significance re 
of this declining population growth. Correction of the tendency to base pro- Pp 


duction upon an assumption of rapid population increase is an instance in 
point. Other problems to be considered are the effect of stabilized population 
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ypon standard of living, limitation of the market, demand for labor, and the 
compensating elements of improved skill in management, better use of leisure, 
snd increased social control. 

H. Morron Boprisu.—For the provision of homesites, as for the pro- 

vision of most economic goods in this country, reliance has been placed on 
private initiative. But gradually we have been moving away from the laissez 
faire policy of our ancestors and toward public regulation of business, par- 
ticularly that “affected with a public interest.’’ This movement has recently 
spread to the regulation of the merchandising of urban land. 
"Since its inception city planning has been largely remedial, improving 
safc conditions, increasing recreational] facilities, and promoting the city 
beautiful and economic. But a new trend is noted, one that is preventive, 
rather than merely remedial. This constructive tendency embodied in sub- 
jivision control ordinances involves anticipation; it takes land at the time 
of its urbanization and regulates its use in the light of a plan for the future 
in an effort to forestall subsequent remedial measures. 

The method is the establishment of certain minimum standards to which 
newly subdivided areas must conform in order to be accepted for public 
reord. The pattern for such regulation is found in private control of the 
subdivision process which is incorporated in restrictions placed in purchase 
ontracts or deeds to the individual lot buyers. Since such regulation is 
contractual in character, it can be much more inclusive than can public 
regulation. On the other hand, it may result in a spotty urban layout for 
the very reason that it is so flexible and individual in its form and content. 
But taken together, public and private control may constitute a comprehensive 
regulation of subdivisions—the one indicating the outlines of the city pattern 
and setting minimum standards and the other supplementing it with more 
specific regulations which give the necessary variety to the urban layout. 

A major reason for public control of subdivision development is the desire 
of the city for adequate and conforming streets. A less structural reason is 
expressed in the idea of the “creation of a neighborhood environment.” Here 
the emphasis is on the use of the lots and from it flows the trend, which is 
characteristic of the best planning thought today, that a developer should 
be required to make sites usable before they are sold either by installing all 
improvements or giving bond to insure their installation. 

Control of the subdivision process is exercised by ninety-four cities in the 
United States. The scope of authority of these ordinances varies greatly from 

ity to city but a clear trend is evident toward an elaboration and extension of 
these regulations. In addition to specific stipulations as to the form of the 
map to be submitted to the planning authority for approval, subdivision con- 
trol includes, in greater or less detail: regulation of street widths, curvatures, 
profiles and interconnections and of lot widths, depths, afeas, and shapes; 
installation of utilities or the provision of a bond therefor; provision of 
recreational areas; specific requirements to be followed in securing the ap- 
proval of the plat; and safeguards against arbitrary action on the part of the 
planning authority. 

The legal basis of this type of control has been founded largely on the 
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police power, w! has great flexibility and possibilities for further extep. 


sion of social legislation. But other sources of legal sanction are also ayaj. 
able, such as the recording powers, eminent domain, and extra-territori,| &° 
powers. Regulation of metes and bounds subdividing is an instance in poin, 
All states provide for the recording of instruments of real estate transfer by; * 


only part of them require description by map instead of by courses and dij. 
tances. Where maps are required, occasion is afforded for the application of 


public contro] through insistence that the subdivision meet certain standard 
established by the planning authority before the plat is admitted to the public - 
record. The discretion which is exercised at this point lies, not in the tr. ? 
cording officer, but in the planning authority. Thus, this type of control a 
although largely a police power device, is supplemented by the state’s granting 4] 
or withholding the sanction of the public records. * 
Several recent cases have recognized this method of control over the su}- P 
dividing process. Windsor vs, Whitney (95 Conn. 357, 1920) upheld th r 
desire of a planning commission to prevent a builder from erecting a hous 
in a private street not approved by the planning commission. The decision “ 
is an education in the arguments for community development and against u- : 
desirable city or land development. The case has contributed greatly ty 
the establishment of planning powers, especially those affecting the public P 
control of subdivision % 
Two other outstanding cases should be mentioned. They are Ridgefield . 
Land Co. vs. City of Detroit (241 Mich. 468) and the Prudential Co-op . 
Realty Co. vs. City of Youngstown (160 N.W. 695), both decided in 1928, . 
In the Ridgefield case the right of the city to withhold the public records 
because a subdivider would not make his street width and dedication conform : 
to a master plan was contested. The court stated that in its opinion “it [the ’ 
city] can, however, impose any reasonable condition which must be com- ‘ 
plied with before the subdivision is accepted for record. In theory, st 
least, the owner of a subdivision voluntarily dedicates sufficient land for 


streets in return for the advantage and privilege of having his plat recorded. 
Unless he does so, the law gives him no right to have it recorded.” In the 
Ohio case the Ohio supreme court clearly vindicated the jurisdiction of the 
planning author outside the city (three miles in this case) in regard to 
approval of plat by a planning commission before it could be recorded. 
Two outstanding problems arise in the public control of subdivision if 
control is going to do more than merely assure desired physital planning 
The first is the regulation of subdivision so that the purchaser will receive 4 
completed and usable site with the minimum utilities and accessibility; i 
means “finished-product” or “home-site” subdivision. The second is some 


regulation of quantity in order to check the ruthless exploitation of the pub- 
lic and prematt istation of surrounding rural areas, a cause quite justi: 
fied on several g1 ls 

The trend toward insistence on complete development is so significant thst 
we can profitably examine the legal basis for this extension of the typical 
requirements. The legal basis of public control which requires major capital 


expenditures before a plat can be recorded may be the second cornerstone ™ 


T exten. 
30 avail. 
Tritorial 
in point, 
Sfer byt 
and dis. 
‘ation of 
andards 
Public 
the Te- 
control, 
granting 


the sub- 
held the 
a house 
decision 
inst un- 
eatly to 
e public 


id gefield 
Co-op 
in 1928, 
records 
conform 
“it [the 
be con- 
cory, at 
and for 
ecorded. 
In the 
n of the 
gard to 
d. 
rision if 
lanning. 
eceive 4 
ility; it 
is some 
he pub- 
te justi- 


ant that 
typical 
capital 


tone on 


Land Economics 181 


hich control will build after having achieved success in the regulation of 
general layout, lot sizes, block lengths, and the like through the police power. 

A significant decision in subdivision control history was rendered as early 
as 1920 by the Michigan supreme court in the case of Allen vs. Stockwell 
which held that the city of Pontiac might refuse to approve a plat unless 
streets were graded, sewers, and drains installed, and sidewalks constructed 
or unless the owner furnished bond to secure these improvements. There 
are cases to the contra; for example State ex rel. Lewis vs. City of Minne- 
apolis (168 N.W. 188) where it was held that the City Council was with- 
out authority to require that the street be graded as a condition for the 
approval of the plat. This decision rested on the theory that the law pro- 
vides methods of paying for such street grading and that therefore the bur- 
den may not properly be placed on the owner of tract. 

In other cases the right of a landowner to subdivide his lands and sell 
them is recognized as a valuable right and statutory requirements as to the 
manner of platting and the necessity for recording are not intended to abridge 
this right “but rather to avoid confusion and establish some rule of uni- 
formily in its exercise.” (People vs. Massieon, 200 Ill. App. 86.) This 
points to the somewhat uncertain ground on which legal controversy may 
arise in forcing the subdivider to produce a usable product before admitting 
his plat to record. Any reticence in the courts in applying the Allen vs. 
Stockwell doctrine would curb the enforcement of “‘home site” subdividing as 
against raw land selling. 

“When we come to regulation of quantity of subdivision, the question 
arises: What are the possibilities of eliminating overproduction or limiting 
the quantity of lots produced? In the last analysis subdivision and the sale 
of lots is the result of acquisitive land merchandising based on hopes of 
speculative profits—a hope which has not been diminished by single tax 
agitation nor the slowness of economics and economists to see the cost side 
of land value. The contribution of Dr. Richard T. Ely to economic thought 
in this connection should be widely recognized as righting one of our very 
warped economic conceptions. The exclusive approach to rent theory through 
the marginal and differential analysis without reference to cost aspects has 
been rightfully indicted by Professor Ely. Uncontrolled development, aside 
from physical or community considerations, has resulted in thousands of 


| personal investment tragedies and the characteristic dead market for all sub- 


divided lots even for the hundreds which may be available with full utilities. 
Studies of lots platted have indicated startling provisions for cities twice 
the present size. The costs both individual and public are enormous. 

Subdivision control does not yet regulate quantity except through indirec- 
tion by requiring installations of utilities. Developers are forced to com- 
mand more capital and proceed in developments proportioned to the financ- 
ing available for their improvements. 

Are there other developments in the realm of city planning which will 
accomplish regulation of quantity? No comment on attitudes of developers, 
financing organizations, and buying attitudes of people is made as our in- 
terest is that of examining public control. Possibly through the development 
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of open-zoning we may take the interesting step of establishing agricultyr,) 
recreational, or non-urban areas and developing here a device of subdivision 


control which will strike straight to the heart of the quantity problem, 
It can or may preveh ul livision, although its legal basis for this Purpose 
seems highly questiona It would be hard to prove that a man should o 
should not lay out ar ell town lots for the reason of “general welfare” 
Some precedent is found in connection with conservation of resources; fo; 
example, an owner n not cut trees because of their effect on floods o, 
droughts. 

Although one or two zoning enthusiasts are discussing the possibilities 
of this type of public control, the recent Nectow vs. Cambridge case should 
be recalled, wherein the court clearly indicated that zoning now established 
must be applied with extreme reasonableness and with full regard for present 
rights and uses. 

As a check on quantity 1 certificate of convenience and necessity has been 
mentioned. Such a procedure would probably run afoul in the courts and 
be limited to installation of improvements which helps the lot buyer but very 
little. Restraints of this character are now exercised by some cities which 
refuse building permits upon unapproved tracts; in one case no permits 
may be issued on lots sold by metes and bounds description. This type of 
control is too late in its application; the injury to both land and customer 
has already been committed and public officials are merely restraining inno- 
cent parties. 

Some control of quantity might be welcomed by the business itself, which 
has been most episodic, and characterized by dramatic selling and overpro- 
duction in prosperous times and by growing weeds, rotting stakes, and empty 
developers’ offices in other times. Such a business does not usually attract 
the type of entrepreneural] skill which is responsible or permanent. It should 
become and remain a lustry attractive to men of ideals and ideas. 

There are numet problems in the practical application of control. In 
the first place the application of common minimum standards to large metro- 
politan areas is difficult at best. The somewhat unestablished legal foundy 
tion of subdivision tion has led planning groups to frequent compromise 
rather than to controversy. The refusal to approve a development where 
there is an absen ti] and where they cannot be obtained involves 
considerable courage, especially in light of legal consequences which might 
hamper the general development of control. Another practical problem in 
public contro] aris 1 the establishment of standards sufficiently high to 
insure something ot! than mere physical sizes and street co-ordination. 

To the growing with everyone from real community developers to 
plain “strong arm’ subdividers participating in the provision of building 
sites, the benefits of public control need hardly be emphasized. Certainly 
there is no argument to the desirability of wider lots, the presence of 
minimum utilities, t -ordination of land planning and future utilization, 
and community considerations. With regard to the purchasers’ investment 
the case is less c] We cannot blind our eyes to the occasional apprecit 
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it to a homesite with full accessibility and utilities. However, it is difficult, 
‘not impossible, to judge values. It would seem that the lot value is more 
‘kely to be sustained if the purchaser invests at the point where the lot is a 
homesite and really usable for the one purpose that can ever give it value. 
With regard to the developer, subdivision contro] offers the numerous in- 
onveniences of submitting plans and projects to public officials and, should 
he developer be located in those areas requiring installation of some utilities, 
ye must have in hand the necessary capital requirements or he is precluded 
fom development work. But not even the most optimistic worshipper of 
‘eedom of enterprise will argue that, if a man can sell little pieces of land 
ngardless of the later effects on the community or the purchaser, he should 
ie allowed to do so. Developers have been assisted materially in some cases 
jy the planning or controlling groups. To the good developer, subdivision 
wntrol removes a vicious portion of his competition and utility requirements 
recognize a business trend to which he has already adjusted. 

Finally, we are at the threshold of conscious guidance of physical develop- 
nent for our residential communities. Public control is rapidly testing and 
«panding its legal foundations. The way is fairly clear as regards quality 
of product and quantity is influenced by the minimum standards for quality. 
Direct control of quantity is as yet a hope. 

The present obvious overproduction in no way diminishes the problem. 
We have habitually and expensively overproduced our needs. It is significant 
t find a group of developers in a recent conference discussing possible means 
of bringing state regulation of quantity into being. 

Roninson C. Newcoms.—The two objectives of public control of land 
subdivision are to improve quality and to limit quantity. One method of ac- 
omplishing these ends is for the planning body to refuse to record those 
jlats which do not meet the standards. This method is said to be weak but 
it seems likely that, if the planning authorities go slowly in their control, 
the courts will follow them. 

With reference to the restriction of quantity, a better control device is 
the possession by the plan commission of a body of statistical information 
which will enable it to say to the subdivider that already too many lots have 
been provided in a given area. Then if the banks are armed with similar 
information, this method of control is greatly strengthened. Such measures 
vould not be applicable to all types of land, for, in the case of certain specific 
and needs, subdivision to meet those needs would be allowed and would re- 
ceive the support of the banks, if all other aspects of the proposal met their 
approval. 
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ECONOMIC THEORY—INSTITUTIONALISM: WHAT IT IS AND 
WHAT IT HOPES TO BECOME 


Paut T. Homan, Chairman an! 
grran: 


M. A. CopELANpD \ natural science viewpoint requires important modj the st 
fications of neo-classical economic theory. Theories should be adapted body 
empirical testing. As a branch of biology economics should be consistey, work 
with evolutionary biology. The historical limits of its hypotheses should A, Be 
specified. While « omists are concerned with functions of institutions Te 
and with social pathology, they should carefully distinguish normative from a fra 
descriptive judgments There 

The following changes in neo-classical theory are suggested: hodo 

1. Standards of 11 policy should be put into statistical terms, lines, 

2. Marginal utility theory is a psychological (not an economic) hypothesis anoth 
and is controversia iutological, and metaphysical. Socio-historical theories produ 
should be substit Tl 

3. The law of s y and demand applies to some markets—approii- aspec 
mately. In others it applies only to some price movements, Recognition ong 
of multi-dimensional products and of the dependence of carryover demand —_ 
and supply upon { prices is needed. Some markets are neither perfect werk 
competitive markets nor perfect monopolies; they are a complex of competing . 
monopolies. Thess ptional” cases are of increasing importance, 

4. Marginal productivity theory and theory of profits have confused ‘i! 
description and appraisal. ‘‘Profitivity’” should be substituted for “pro- cent 
ductivity.” Overh osts have led to restraints on competition; distri- gen 
bution is often on a non-marginal-productivity basis. Direct-overhead cost prog 
conversions are of fundamental importance in many economic problems. appr 
Poor market information often leads to production cycles. De facto torts itl 
cause much economic waste. The theory of wages of management should J 
be modified for corporations. tons 

5. Say’s law conflicts with Mitchell’s hypothesis regarding business cycles. vem 
Mercantilists were partly right. Monetary theories of the price level con- No. 
flict with facts. are | 

Accounting theory offers a basis for including fiscal policy in the BN 
theory of cost and pr § to 

Much of the olde: ry remains—but it needs more precise delimitation, net! 
a partial reformulation of problems, and recognition of institutional changes. 
Theories of industria] ernment are economic theories as truly as price - 
theory. Theories of price and distribution are a part of social theory no at 
sharply marked off from the rest.’ ” 

Eve.ine M. Bur [he progress of institutionalism as a positive force 5] 
in economic study ir last fifteen years has been hindered by the entrenched po 
position of other ap} hes but more by the vagueness of the concept itself. ; 
Thus it has been error sly identified with quantitative economics, with wel i 
fare economics and with various views of psychology believed to undermine 

‘ Professor Copeland’s paper is to be published in full in the American Econom = 


Review under the title, “Economic Theory and the Natural Science Point of View. 
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hedonism as the fundamental economic assumption. Institutionalism as an 
approach which stresses the interactions between social institutions and 
onomic relationships and aspects of behavior, aims to present an orderly 
srrangement of economic phenomena in which institutions are elevated from 
ie status of the exception and the footnote, and integrated with the main 
hody of economics. Types of institutional approach are exemplified in the 
york of Veblen, Max Weber, J. Wedgwood, J. M. Clark, J. R. Commons, 
\ Berle, G. Means, W. Hamilton, and H. Wright. 

To become a serious rival to “orthodox economics” institutionalism needs 

, framework within which contributions may find their appropriate places. 
There is no inherent reason why students trained in the discipline of or- 
hodox or equilibrium economics should not produce work on institutional 
lines, but the absence of such work suggests that the emphasis has been in 
another direction, and may justify a claim for a new training that will 
produce institutional economists. 
There is need for a tentative delimitation of the more peculiarly economic 
sspects of behavior and for some agreement as to the definition of economically 
relevant institutions, in order to equip institutional economists with a set 
of analytical tools, and to avoid the grave danger of a lack of focus. Cannan’s 
work offers a possible attack on the first problem, but we still await searching 
studies of the nature and changes suffered by economically relevant insti- 
tutions. The work of Weber and Sombart suggests the ultimate possibility 
implicit but not fully developed in the concepts of economic historians con- 
cerning stages of development of types of economic societies) of even wider 
generalizations concerning the various forms of social life. The hope for 
progress lies not so much in a reiteration of the inadequacies of the older 
approaches as in a positive attempt to explore the scientific possibilities 
f the new.? 

J. J. Spencter.—That neither speaker has delimited or defined institu- 
tional economic theory seems to me proof of the pragmatic health of con- 
temporary economics. Dogmatizing on methodology in economics is futile. 
No one method can be set up to the exclusion of all others. If economists 
re bent upon aping the physical scientists, let them at least ape the methodo- 
logical pragmatism of the physical scientists. The business of the economist 
is to define his problem and then to solve it as best he can by use of existing 
methods and any other methods he is ingenious enough to devise. 

I find myself in close agreement with the points made by Professor Cope- 
land. If I knew what Dr. Burns considered to be the positive contributions 
of the past decade I would know whether or not they were marked by a new 
rientation, Although I agree with Dr. Burns that the institutional economist 
‘ primarily interested in giving due weight to the influence of institutions 
upon economic behavior, I do not agree that the institutional approach, to 
secome of value, must await the development of a new theoretical framework 


of a sharper demarcation of economies from the other social sciences. 


J The paper read by Dr. Burns will be published in full in the American Economic 
“view under the title, “Does Institutionalism Complement or Compete with Orthodox 


Economics ?” 
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I question whether such a framework would be any more realistic than th 
orthodox framework, and I doubt whether any delimitation of economics 
would prove fruitful. Definition of what is meant by an “institution” and 


the development of a series of questions to be put to problems by instity. 
tionalists are necessary, however, if research effort is to be effectively cop. 
centrated. 


To place economics in a different genus of science other than the natural 
sciences seems to me unnecessary. True, laboratory experiment is not ap- 
plicable in economics. True, the economist deals with an indefinite number of 
varying factors not susceptible of measurement or of complete control. But 


science, as Pearson emphasizes, consists in the application of the method of 

logically trained minds. Science is but technique of deriving knowledge to 

satisfy man’s curiosity, or, more frequently, to enable man to adjust himself 


better to the world in which he lives. Science abhors complexity when rela- 
tively simple and stable explanations are obtainable. Steps in scientific pro- 


cedure accordingly are the same in all fields: hypothesis ; accumulation, classi- 
fication, and organization of data; and finally, a brief, generalized, résumé 


of the sequences observed under the conditions studied. 

The real controversy among economists centers about the respective merits 
of static and dynamic analysis and about the social function of economics, 
Quixotic tilting at dynamics and statics is fruitless. Theory seeks to 
discern fundamental tendencies in the complex mass of phenomena and to 
separate and trace them to their ultimate consequences. Static and dynamic 
analysis are each superior in certain areas of investigation, although the sv- 
periority of the latter will be broadened as its technique improves and raw 
data are accumulated 

Emphasis upon the dynamic approach will involve use of what P. W. 
Bridgman calls operational definition; namely, defining concepts in terms 
of the operations whereby they are fixed. Concepts such as profits, wages, 
velocity, mobility of factors of production, will need to be defined in terms 
amenable to statistical and accounting treatment. As a result economic 
terminology will become precise, and meaningless problems such as the 
ultimate determination of price will be ruled out. 

Institutionalism must be a part of both the static and the dynamic ap- 
proach. At any one time, and through the course of time, productive, dis- 
tributive, and consumptive processes flow within the institutional dikes of the 
community. These dikes impede the postulated classical tendencies toward 
equilibrium and fix somewhat the channels of change in the future. J. B. 
Clark, Marshall, and others recognized the existence of institutions but failed 
to take sufficient account of their effects. The main contention of the institu- 


tionalists, therefore, seems to consist in the emphasis that any system of 
economic theory, whether it aims at social control or at mere explanation, 
must give due weight to the réle of institutions and must allow for more 
flexibility in economic behavior than is assumed in the classical analysis. 


The institutional approach requires attentive study today because of 
current emphasis upon need for institutional control of economic behavior. 


Economics has been elevated to the level of social engineering and is sup- 
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wed chiefly on this ground. This does not mean that the economist’s task 
. io determine social policies. It means rather that the economist has 
ome a counsel to conflicting vested interests to whom he is attached by 
suniary or emotional ties. His function is to advise each group how it 
nay most economically achieve a given goal. Hence what he advises one 
rroup may run counter to what he advises another group. He can counsel 
yives and he can aid Lazarus but he cannot, as an economist, give identical 
jyice to each. He cannot set up general standards of common welfare 
: social policy because there is no one common welfare or one social policy 


in a society of classes. Ethics, as generally understood, cannot form an 
integral part of economic theory until society becomes classless. 


Theoretically, economic control is impossible in a determinate universe. 
But, since man acts as if control is possible, economic theory will be affected 
,cordingly. For emphasis upon contro] will determine the problems to be 
slved, and the problems will largely fix the methods. 

In short, the economist of the future will concern himself primarily with 
theory that can be transmuted into social practice. Consequently he will have 
i consider the factors emphasized by the institutional theorists. 

0. H. Taytor.—One of my clearest impressions, after listening to Dr. 
Copeland and to Mrs. Burns, is that neither of them would be fighting against 
neo-classical theory, if it were universally understood and agreed, as of 
curse it should be, that such theory is not a body of settled dogmas but 
ismerely a set of intellectual tools, still very imperfect and inadequate. 

I think the old conception of economic theory as a settled body of dogmas, 

as a comprehensive and completely demonstrated system of truths pur- 
porting to give us all the information we should need about economic life 
and its proper management, resulted from a certain coloring of the inter- 
pretation which the older theorists placed upon their own findings by a 
gneral philosophy or way of thinking widely current at the time. I do 
not believe that Ricardo or anyone else ever really deduced economic theories 
from a priori assumptions such as the self-interest assumption. What they 
lid, | believe, was to observe (in a relatively simple and unsystematic way) 
the economic life of their times, to select certain general facts about it that 
truck them as of peculiar or outstanding significance, to set up hypotheses 
corresponding to their impressions of these facts, and then to reason from 
these hypotheses, or presumed facts, to other facts which must be conse- 
quences of them. But in the process, the basic hypotheses tended to get 
tiemselves interpreted, according to the spirit of much popular and scholarly 
thought of the time, as absolute truths having a much broader meaning than 
the empirical facts which really suggested them, ever possessed. But to ex- 
lain this fully would take me too far afield. The important point is that 
the older theorists, from Smith and Ricardo down to some quite recent 

"riers, did forge useful though imperfectly developed tools for the analysis 
of economic life, but did also, in many instances, make the mistake of con- 

‘tuing their own systems of theory not as mere sets of tools, but as (the 
oly correct) versions of an economic gospel. It is important for us to 

get away from and beyond this gospel, but it is also important not to dis- 
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card, but to continue to use and improve, the tools we have, while adding 
others to them. On this basis I should say, after hearing these two pepes 
presented by two quite reasonable institutionalists, that it should be ea 
for us all to get together. ‘ 

In my more specific comments I shall limit myself to the introducto; 
part of Dr. Copeland’s paper. There will not be time sufficient to allow ns 
to say anything about the applications of his views developed in the bod 
of his paper. And I have had no opportunity to prepare any comments Upor 
the excellent paper presented by Mrs. Burns. 

I agree entirely with Dr. Copeland that there is only one kind of scien, 
The social sciences are not generically different from the natural scien 
The point of view of economic science ought to be, indeed can only te, 
think, the natural science point of view. But we differ at some points 4; 
to what this point of view is and as to what it involves. 

Certainly the ideal of science must be to get its theories, hypotheses, 
generalizations into forms that will admit of definite empirical verifications 
or disproof. But I do not feel that Dr. Copeland adequately recognizes the 
inevitable difficulties that may always arise, and that have existed in th 
case of economic theory, in the way of reaching the stage of development ir 
the formulations of theory, that will make this possible. Our belated arrival 
at the stage of adequate empirical research in economics has not been dug 
to an erroneous methodology. It has been due to the difficulty of getting 
our provisional body of theory into a shape permitting definite empirical 
tests. We have not yet overcome the difficulty, but in these days we are 
making clear progress in this direction. 

I do not think I agree that economics is properly a biological science, 
I am not sure what Dr. Copeland means by this. He apparently does not 
mean to endorse the old notion that a society is an organism comparable to 
biological organisms, and draw the inference that biological analogies, rather 
than mechanical analogies, should guide economic thought. Instead he merely 
points to the obvious fact that the individual human beings whose behavior 
makes up economic life are biological organisms. But he himself stresses 
the fact that economics is primarily concerned not with individual behavior, 
but with groups and their relations and mass reactions. This seems to me 
to differentiate our social science from biology. 

However, the main point that he has in mind in this connection appears 
to be that economic theory must be consistent with the biological theory of 
evolution. This is true; but neo-classical theory, in my opinion, is in n0 
way inconsistent with it, if we remember that the theory of tendencies toward 
a static equilibrium is merely a useful methodological device, and does not 
purport to be a complete theory of economic life. The question of the 
relativity of our whole scheme of economic theory to the social conditions of 8 
certain historical epoch, does not raise any real issue against the orthodox 
position, either. Of course the details of this scheme of theory presuppos 
and have truth and relevance only in relation to, the institutions and the 
social conditions of our modern world. ‘The more detailed or specific 8 
proposition in theory is, the more narrowly limited is its applicability in 
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time and space. The only propositions that are valid and significant for all 
social economies that ever existed anywhere, or that can ever exist and re- 
main economies, are a few extremely simple and broad or general propositions 
about the scarcity of resources, and its inevitable effects. But these few 
propositions do not constitute a scheme of economic theory. 

I come now to Dr. Copeland’s contention that economics must be a 
normative as well as a descriptive science. If this means merely that it has to 
criticise the efficiency of our economic system in achieving given and ac- 
cepted ends, there is no difficulty in agreeing. But criticism of the ends of 
economic life and of social policy, which are accepted in any given society, 
jg another matter. My personal view is that all values, in the philosopher's 
sense of the word, are entirely outside of the province of science, but not 
entirely outside of the province of reason. I think economists should discuss 
social ideals, but keep this discussion, and their conclusions in this field, 
apart from their science, But there is no time to go into this. 

Finally, a word about the relation of economic theory to the study of in- 
stitutions. It seems to me that economists may study the relation of institu- 
tions to economic life in two quite different ways, from different standpoints. 
The old political economy, which was developed in the late eighteenth and 
in the early nineteenth century, was intended to be a science of what so- 
ciety’s basic legal institutions and public policies need to be if the economic 
system is to function effectively in achieving a large production and a wide 
diffusion of wealth. This is to study institutions, as they affect economic 
life, from the pragmatic standpoint which presupposes the assumption that 
men can remold institutions. But Veblen and many others have wanted 
us to study the evolution and effects of institutions, from the standpoint 
of historical determinism, which emphasizes the view that institutions make 
men, rather than the view that men make institutions. Of course, there is 
truth in both views of this relation; but I think our major stress should 
be on the pragmatic view. Let us have new institutional studies—the more 
of them the better. But let us retain and improve our theoretical tools; go 
ahead, with them to help us, in empirical research; and get on with the 
building of our science of what social arrangements and policies need to be 
if our economic system is to function properly, according to the ideals and 
standards that seem most reasonable to us, as scientists and as cultured 
men and women of the present age. 

Wituiam Jarré.—As institutionalism is a new word, without any generally 
accepted meaning, it is imperative that each user of the word define it until 
such time as its connotation becomes standardized or until the word passes 
out of existence. To Thorstein Veblen institutionalism (he calls it “evolution- 
ary economics”) is “the theory of cultural growth as determined by the eco- 
nomic interest, a theory of cumulative sequence of economic institutions stated 
in terms of the process itself.” An institution, in the Veblenian sense, refers 
broadly to habitual, customary, or current modes of thought and conduct. 

References to institutions are as old as economic thought. Even Pro- 
fessor Josef Schumpeter, the severest critic of the institutionalists, condones 
Professor Mitchell’s “institutional contribution” and does not himself disdain 
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to call to his aid such institutional concepts as Privatetgentum, Arbeitsteilung 


and freie Konkurren it least as methodological assumptions, in his static 
discussion of the economic cycle. Clearly not all concern with institutions 
is institutionalism. True institutionalism appears only when an author treats 
of an institution in the manner described in Veblen’s definition of evolutionary 
economics. Only \ n an author uses institutions not as so much constant 
background but as dramatis personae in the economic play of forces and only 
when he portrays changes in the character of these dramatis personae as 
capable of profoundly affecting economic relationships, do we find institu. 
tionalism properly speaking And then the whole thing becomes positively 
irritating to a priori economists of the classical or neo-classical school. 

This irritating qual of institutionalism is a matter of no small im- 
portance. An inquiry into the causes of this irritation may lead to interesting 
conclusions as to the relation between institutionalism and economic theory. 
The crux of the matter is well stated by Professor Schumpeter who is im- 
mensely relieved to find that ‘Professor Mitchell’s pages are remarkably free 
from any tendency to substitute institutional investigation for economic 
theory.” The source of irritation is, therefore, any attempt to explain eco- 
nomic phenomena in ways other than those consecrated by the customs, 
habits, and usages of the guild of economists. One is almost tempted to 
regard opposition to institutionalism as institutional in nature. 

The so-called institutionalists by no means confine themselves to the rile 
of innocent, passive victims of irascible orthodox tempers. They are a 
tively irritating. ‘T' is something infuriating about the way in which 
Cliffe Leslie, one of Veblen’s spiritual fathers, relegates the a priori and 
abstract method to the scrap heap. And all authentic institutionalists ever 
after have followed this example faithfully. 

It would seem that so great a multitude and variety of phenomena as make 
up our economic universe would admit of at least two methods of explan:- 


tion. To be sure, the ultimate aim of science is to include all phenomena 
within a single explanatory principle; but we have not arrived anywhere near 


that point yet. Surely the system of interdependence of prices can best be 
explained by abstract deductive analysis, It is sheer folly to deny that the 
quantitative relations in which economic ponderables stand to each other 
at a given moment, and the changes which take place in these relations 
from moment to moment, provided that the changes are small enough, are 
best explained by methods first devised by Cournot and Walras. But is it 
any less foolish and dogmatic not to see—as Edgeworth saw—that these 
methods are limited in their applicability, if for no other reason, “for want of 
a unit for measuring advantage in a subjective sense’? Is it really s0 
reprehensible a thing “to substitute institutional investigation for economic 
theory” where thx of economic theory Professor Schumpeter has in 
mind fails? Take the Marshallian concept of ‘‘net advantages.” How can 
one approach an understanding of it otherwise than by an institutional in 
vestigation? Take the phenomenon of profits. Should we content ourselves 
with calling it dyna without penetrating into the changing institutions! 


forces which unde: ese phenomena? Take interest. If the theories 
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so far devised are not mentally satisfying, may it not be because of an in- 
situtional hesitancy to exploit the possibilities of institutional investigation 
slready suggested in this connection by David Hume? Take the impasse 
to which the study of economic dynamics has come. Is it not for want of 
courage to see in these phenomena manifestations of cumulative cultural 
changes that the whole discussion of dynamics is where it was in the begin- 
sing? ~Much institutional investigation has fallen deservedly into disrepute 
both on account of the bad workmanship in much institutional research and 
m account of the condemnatory or justificatory implications that have insin- 
gated themselves into the argument. Need abuse of a procedure blind us 
to its uses?’ May we not lament the tendency to sacrifice economics to 
methodological idols, and intolerably jealous idols at that, whether the idol 
be abstract deductive, historical, statistical, or institutional ? 
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AN APPROACH TO WORLD ECONOMICS 


By Ernest Minor PATTERSON 


University of Pennsylvania Yet 

It is now painfully trite to observe that the world is an economic unit. 
Historians and political scientists as well as economists proclaim jt # 
and myriads of popular writers are illustrating it. Each area and each i 
economic group is more than ever before dependent on the rest and every ~ 
irregularity in t! peration of any part of the world’s economic ma- a 
chine has widespread effects. 
Mm 

Yet the approach of the economists has been largely a national ap- “ 
proach. At times, even the titles of their works stress this viewpoint. Hej 
Adam Smith wrote The Wealth of Nations and Friedrich List, A Na- 7 
tional System of P 1 Economy. Within a decade, Professor T. \N. ote 
Carver entitled o1 his volumes Principles of National Economy and wi 
in the introduction stated, “Not only is this book written from a national ha} 
point of view; it is { y a theory of national prosperity.” The same + 
author’s Princi} f Political Economy is dedicated “to all those who - 
care to see their « ry grow strong and great.” a 
Brief referen not in all cases do justice to the writers named. = 
Actually their b of view is greater than these quotations indicat 
But an examina he texts, not only of the economists just men- is 
tioned, but of n y all others, reveals a strong tendency to present F 
theories and pro! h an emphasis on the national rather than on ‘ 
the world viewpoi: \n apparent exception is found in the discussions : 
of international vrotective tariffs, and foreign exchange. But 
these topics are ordinarily presented as national or international rather o 
than as world iss ae 
There is, of « n important distinction between international * 
economics and.y mies. International problems exist because al 
each national a1 rganized to a considerable degree as an economic a 
unit whose inte least in part opposed to the interests of other tart 
areas similar] d. These may be considered and analyzed as tent 
though they were 1 ind solutions may be proposed as though the 7 
end to be sought is the prosperity of a given national group—perhaps . 
at the expense o st. This is the approach of international eco- “ 
nomics. It, at | nds to stress the differences between countries. "1 
World econo: n the other hand, does not overemphasize differ- ee 
ences in interest | ces community of interest evident. Instead of igh 
asking, as does P Carver, “What makes a nation prosperous” eau 
the inquiry to be p | is, “What makes the world prosperous?” An ae 


adequate study of 1 nal economy does not mislead the reader into 
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sven country. There are divergences of interest and conflicts, for ex- 
ample, between capital and labor, or between producer and consumer. 
yet the reader is constantly kept aware of the interdependence of all 
sroups and of the extent to which the welfare of each is contingent on 
‘ye prosperity of the rest. An interpretation of the world economy will 
jmilarly give attention to the world as a whole although noting to an 
propriate degree those conflicts—international and otherwise—that 
‘nterfere with effective functioning. 

Every analysis is made for a purpose, for the solution of some prob- 
mor problems. This does not mean that a scientist is desirous of sup- 
porting the interests of any group in society against any other group. 
ile is presumably disinterested. On the other hand, it is naive to suggest 
hat he is merely collecting data and formulating generalizations without 
iy purpose. Newton, Darwin, and others in natural science and the 
great leaders in social science have, of course, done their work chiefly in 
the hope and belief that some purpose would be served by their effort. If 
the purpose was not the solution of any immediate individual or social 
oroblem, it was at least to ascertain the truth or falsity of some 
hypothesis. 

There is today no greater need than to find ways of preventing inter- 

tional warfare. It is quite generally believed that wars are due in 

wt to economic causes. Until now, however, most of the analyses of 
vorld affairs have been made by historians and political scientists. ‘The 

nomists have written about foreign trade and foreign exchange and 

her equally limited subjects. It is time for more of them to attempt 
, study of all aspects of economics for the world as a whole. The sub- 
ject is world economics—not national economics and not international 
economics—and the purpose should be a portrayal of the facts in such 
fashion that we can know not what makes a nation prosperous but what 
makes the world prosperous and peaceful. If this is done thoroughly, 
ve may then know better than at present what statesmen should do to 
‘urther world prosperity and peace. In the analysis, appropriate at- 
‘ention must be given, of course, to existing international strains. 

The situation may be presented differently. In the field of politics 
it is increasingly clear that nationalism leads to disaster. Analyses that 
‘tart with national groups and with such assumptions as sovereignty, 
independence, and equality are less and less helpful. As statements of 
political facet they are increasingly dubious since it is more and more 
dificult to find states that are really independent, that are actually 
equal to other states, and whose sovereignty has not been so dissipated 
and qualified as to be hard to locate. 

Many a political analysis still assumes the existence of these attributes 


shinking that there are no stresses and strains and conflicts within a 
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and thereby emphasizes the stresses and strains and antagonisms y 
world politics rather than its unity. Witness the numerous treatmen; 
of international political relations in which the writers assume stat 
each with rights to which there is no logical limit. If political scien 
is to be a body of thought with whose aid the world can more effective 


be governed, another approach would be more helpful. It is not a matte 
of ignoring any group of realities but of presenting them in such p 
lationship that desirable results can be secured. It is dubious whethe 
a treatise on international law that elaborates the law of war and min; 
mizes or at least unduly condenses its discussion of the law of peace j 
really serving mankind. 

Economic nationalism is similarly a liability in the twentieth century, 
List’s approach may have been the wise one eighty years ago, but it i 
not the best one for today. Much economic life is organized on nationa 


lines ; e.g., systems of taxation and social insurance. Much is distinct 
international; e.g., the rivalries between national groups displaye 


through protective tariffs, efforts to secure markets, and attempts t 
control supplies of gold. More and more, however, there is need to vie 
economic life as broader than national boundaries and in a manner tha 


will not unduly emphasize friction between national groups. The time 
is ripe for a world outlook. 


To the suggestion that there is a body of principles that may be re- 
ferred to as world economics, or even as international economics, it has 


been replied that economic principles or theories or laws will be the same 
whatever the field of inquiry. Value will vary directly with demand and 
inversely with supply no matter what the latitude and longitude. 
Gresham’s law is held to be universal and the principles of increasing and 
decreasing returns are said to operate in all countries. The doctrine 
of comparative costs so elaborately stated as an explanation of inter- 
national trade is merely an amplification of the ordinary theory of value. 
Such an outlook is that of Loria who refers to “the true economic law, 
immutable, independent of space and time, and therefore fulfilling all the 
requirements of a scientific law.” 

Perhaps this view is correct. But even if it is accurate, there is still 
much to be gained by stating the principles in their larger setting. This 
will aid the economists but be even more helpful to the laymen who can- 
not readily translate the narrower statement into the wider one. More- 
over, it may be that at least some economic principles will be modified 
or even fundamentally altered when we attempt their expression for so 
complex an area as the entire world. 

There should at any rate be an attempt. Like our traditional eco- 
nomics, it will undertake an orderly arrangement and interpretation of 
economic phenomena but it will do so for the world as a whole and not 
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+h undue attention to any one country or to any one form of economic 
i, Also there will be adequate emphasis on the stresses and strains 
hich are to be found between different national groups. These must 

appropriately analyzed and interpreted since at least one purpose of 
yorld analysis is to indicate what makes the world prosperous and to 
ip mankind eliminate war which is so destructive of prosperity. 

Brief reflection will suggest many characteristics of a world ap- 
wach. Much is familiar ground. Division of labor, overhead costs, 
iuinishing returns, and a long list of other generalizations will have 
heir place. Some features, however, will be prominent, if not peculiar, 
nd two may be mentioned. 

First, we may refer to the individualism or particularism which is so 
yaracteristic of ordinary economic analysis. There have been many 
rotests at the extent to which it dominates our theorizing. It has been 
rqued that the individual ego as usually conceived is a fiction, that our 
yoices are not individual, but group, that monopoly has, to a degree, 
isplaced the higgling of individuals in the market, and that laissez 
ire has been largely abandoned. But whatever may be true in intra- 
stional affairs, there is much in international economic life and in world 
nomic life that must be analyzed with a different terminology. 
Illustrations will help. In the past, we have discussed gold move- 
wats, discount rates and foreign exchange quotations by appropriate 
ferences to Ricardo’s theory of the distribution of the precious metals, 
oshen’s theory of the foreign exchanges, and the quantity theory 
‘money. ‘I'ransactions between individuals (or, perhaps, organized 
ruups of individuals) raise exchange quotations to the gold ex- 
ort point and gold is exported. Forces are set in operation that 
ower prices in the country exporting gold and raise them in the gold- 
mporting country. Interest rates are altered in both countries and 
marious correctives soon established a new equilibrium. The initial in- 
fuence is usually given as the buying and selling of individuals in one 
all countries concerned. 

But today there are other influences at work. Central banks alter 
discount rates which affect the general rates of interest (particularly 
short-time rates) and also have an immediate repercussion on foreign 
achange quotations, and, to a degree, on trade movements. Instead 
of individuals “higgling” in the market, the central banks, perhaps in- 
fuanced by the desires of their governments which are presumably repre- 
wntative of millions of people in their respective countries, take the 
uitiative. This is certainly not individualistic or particularistic be- 
havior. 

In May, 1927, there was a large movement of gold from London to 
Paris. Just what influences caused it I do not know, but we may assume 
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that individual purchases and sales of sterling brought the quotatio, 
for pounds in terms of francs to the point where it was advantageoy; 
for one or more dealers to ship gold from London to Paris. The move 
ment, however, was serious for the British, and hence serious for th 
people of other countries, since economic life everywhere in the world js 
quickly affected by disturbances in any area. 

Action was prompt. There was no delay until interest rates rose an? 
prices fell in England and the opposite occurred in France. It wa; 
known only too well that this might not occur and that to wait on th 
guidance of an “invisible hand” would be not only wearisome but fatal, 
The “automatic correctives” of an individualistic economy were no} 
relied upon. The governors of the Bank of Germany and the Bank of 
England and the deputy governor of the Bank of France hastened ty 
the United States for a meeting with the governor of the Federal Reserv: 
Bank of New York. Ina very short time, rediscount rates were lowered 
in the United States and the French pull on London was lessened. 

We cannot pause now to discuss the why’s and how’s of this incident, 
For our immediate purpose it is necessary merely to notice that four 
men representing their respective central banks and presumably with 
the knowledge and approval of their respective governments adjusted 
discount rates, determined gold movements and perhaps influenced price 
levels. Their actions were not taken in order that they might gain as 
individuals. ‘They were representatives of great national groups, and 
each presumably was striving to aid his own people and to do it with 
due regard for the welfare of all. 

This incident was particularly striking and involves two points. (Qn 
is the fact that central banks in their attempts to further the welfare 
of their own national groups can and do displace, or at least supplement, 
the higgling of individual dealers in the exchange market. This is a 
fact regularly recorded in accounts of foreign exchange practice, al- 
though not adequately recognized in theory. The other is that we may 
and do have concerted action for the interest of several national groups, 
a procedure that will be increasingly common hereafter, through the 
conduct of the Bank for International Settlements. Both points illus- 
trate our contention that many important phenomena in the inter- 


national or world field are not to be explained by referring to the bar- 
gaining of individuals in a laissez faire régime. Of course, no modern 
economist does this, but hereafter our theory should more definitely 
and positively present the other and more accurate explanation. Inter- 
est rates and exchange quotations are determined in part by the indi- 
vidual forces usually listed but to an increasing degree by groups acting 


through their governments or their central banks. 
Similar, though not identical, comments may be made about the 
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-oduction and supplies and prices of many products: Brazilian cof- 
fee, British rubber, Chilean nitrate, and the rest. Volume of sales and 
hence prices, and, to an important degree, production have been influ- 
enced by group considerations. Prices of these products may, perhaps, 
be explained by the law of monopoly price but we do not yet have as 
complete an analysis as we need of the considerations that have influenced 
government officials in their decisions. And when we do have these 
explanations, they may be only slightly suggestive of the older individ- 
ualism. 

Another important characteristic of world economics will be the ex- 
tent to which it must give attention to related fields of study. Particu- 
larly is this the case with law and with political science. Fortunately, 
the old barriers between related sciences have largely disappeared. Under 
‘he leadership of a few men trained in law and in politics as well as in 
economics, we are beginning to see that economics cannot and should 
not be developed in a vacuum. Our legal and our political institutions 
profoundly affect the production, consumption, and distribution of 
wealth and also have much to do with values. 

The broad field of international and of world economics is particu- 
larly one where the student will need to be informed regarding politi- 
cal matters. ‘The material is vast and the problems are intricate. This 
isso much the case that many of the approaches toward the solution 
of great world issues is through political or semipolitical organizations. 
Thus the World Economic Conference of 1927 was called for economic 
purposes but its delegates were chosen by their respective governments 
s. One fag 2nd voted as such. Many world economic matters are being studied by 
the League of Nations, a political organization which can never entirely 
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Jement, ME ghore political considerations. Even the International Chamber of 
is js a ME Commerce, although nominally a private body, is organized along dis- 
sce, al. ME 'nctly national lines. For the present and, perhaps, indefinitely if not 


ilways, the student of international and of world economics must be 
1 student of polities. 
Let us hope he will also be a student of ethics—at least, to an extent 
+s illus: ME (2t Will prevent him from using the loose terminology that is so com- 
 inter- On In most political and economic discussions. It may be appropriate 
he bar- aE (2 Observe that Professor Carver to whom we have already referred, defi- 
modern a Utely attempts (in his Essays in Social Justice) to avoid the haziness of 
finitely a "tc So many of us are guilty. We may disagree with his concept of 
Inter- Justice, but he at least formulates one and attempts to use it. There 
is a definite need for less twaddle about international injustice and for 
far more clarity in discussion of an “equitable” apportionment of the 
raw materials and of a “fair” division of markets. 
kt the A world analysis will then retain many of our theories in their familiar 
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forms and will merely modify others or give them a new setting. It wil 
force us to give more adequate attention to political science while We 


ought to orient ourselves better in group psychology and in ethics. By 
there are still other matters in which entirely new work may be necessary 

National economics has its difficulties, but its task is simplified by th 
fact that it deals with a somewhat homogeneous situation. Economic 
structure shows differences but no extreme variations from one part of 
a country to another. Political organization, laws, customs, habits of 


mind, and the other factors of importance are similar in all section; 


This is true, not only within any given country, but throughout certgiy 
groups, as, for « ple, the industrialized areas of western Europe ani 
the United Stat 

But a world survey presents the greatest diversities and hence intr. 
duces complexit The economic institutions of the United States, 
China, India, Russia, and Italy differ widely as do habits of thought, 
legal institutions, customs, and standards of conduct. These divergencie 
are extreme and generalizations are correspondingly difficult. If ¥ 
assume that marginal utility has some relation to values in the Unite 
States, can \ certain that it is an equally correct explanation in 
Russia? If 1 nal productivity aids us in understanding our om 
wage levels, is it « lly helpful in Italy where the state seems to be far 
more influenti Rent may be thought of as merely a differential but 
if the word is used to refer to payments exacted by landlords from ter- 
ants, is our usual formula appropriate in India? 


The difficul 
of comparisons developing comparative economics. Or we may 
continue to study international economics with the result that we cor- 


be met by contenting ourselves with an elaboration 


tinue to emphasiz e differences between national groups and tend to 
exaggerate natio rosperity rather than world prosperity. 


Much more is needed because these contrasting economies are not sep- 
arated from each other but are brought more and more into contact. If 
this contact is 1 o be conflict and if economics is to be helpful ve 
must have anal} that will explain these contacts and interrelations i 


such fashion that the conflicts can be avoided. 

A similar situation has developed in the field of international lav 
A point has now been reached where a codification of international lav 
has become ne ry and it is my understanding that the major diff 
culty is the sharp difference between the fundamental legal concepts o! 
the Latin and the Anglo-Saxon. A comparable clash is to be found 1 
the economic i itions and customs of the various parts of the world, 

Another problem to be faced is the increasingly dynamic character 0! 
world econon This is, of course, one of the difficulties in a 


economic analysis. Accountants are puzzled over the handling of obs 
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scence; railroad experts are distressed at the sudden emergence of new 
methods of transportation; manufacturers are concerned over new in- 
ventions and rapidly changing styles. “Business has wings” as Ernest 
Elmo Calkins puts it. The static state in which profits tend to a mini- 
mum or completely disappear is more and more a fiction. With our in- 
creasing tempo, rent, interest, and wages as well as profits appear and 
disappear in a bewildering fashion. 


d by the 


abits of In the broader world area this is perhaps even more harassing. With- 

section: alm in a very few months we have witnessed a business collapse that has not 

: certain only brought distress within each country but has caused intense suffer- 
. 


ing over great regions. All countries in which silver is a leading product, 
or in which it is a monetary standard, are heavy losers by the rapid 
decline in its gold price. Vast debtor areas such as Latin America are 


ome suffering because the prices of their products have fallen so rapidly. 
thought, Their distress has in turn reacted on those other regions from which 
rgenciesfam they formerly made many of their purchases. 

i ws These recent changes are peculiarly extreme but they are the more 


serious because the years preceding the collapse of 1929 were equally 
years of change although not in a way that brought so much immediate 
distress. But a world in which British markets can so quickly disappear, 


our 
o be far in Which Japan can come so rapidly to the front, in which Germany can 
rtial byt gE collapse and then promptly recover, and a world in which Russia can be 


rom ter-faedown and out” but a few years later frighten the capitalistic West with 


the partial development of its five year plan, is not a static world. 

If economists are to be of service in this new era and if economics 
is to be anything more than intellectual gymnastics a world viewpoint 
must be rapidly developed. And this is true even though we are speaking 
of pure rather than of applied economics. For solutions, to be most help- 
ful, must rest on an accurate theoretical basis. Some of our basic theory 
needs to be reconsidered and at least a part of it restated for this 
twentieth century need. We must help to ascertain what will make the 
world prosperous. 
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INTERNATIONAL INDUSTRIAL RELATIONS: MIGRATIoy 
OF ENTERPRISE AND POLICIES AFFECTING IT 


By Joun DonaLpson 


George Washington University 


Since international economic relations are becoming constantly mon 
complicated and important, the writer is in hearty accord with Dr. Pa 
terson’s appeal’ for their more complete consideration. Despite early 
and recent studies of particular aspects, there seems to be need for con. 
prehensive and co-ordinated treatment of their complex problems anj 
policies. In a book on the subject? the writer has undertaken such ay 
organization, resting upon basic geographic and demographic factors 
and outlining related political, legal, and territorial factors, and the 


developing an organic concept of national economies, with industrial 
structures as their core; the resulting international relations were then 
classified simply as industrial, commercial, shipping, and financial. 
With such an approach, the industrial relations become the most fun- 
damental, although in their larger forms they are somewhat newer than, 


say, international commerce, and have been given rather less academic 
attention, partly perhaps because they are less matters of public record 
and do not present such accessible measurement data as statistics of 
international trade 

These international industrial relations, which have been treated by 
the writer more fully elsewhere, include many interesting phenomena 
and policies, and particularly what may be termed “international exter- 
sion” and “international affiliation” of enterprise (i.e., international car- 
tels, world trusts, and other forms), which are “closer to the ground” 
than the international flow of goods and of shipping and financial serv- 
ices. Although these processes have taken on a new importance in re 
cent times, it would be a mistake to suppose that they did not occur 
before, as in exploiting raw materials and building railways and even 
in manufacturing in foreign countries. 

What has very recently been called “international migration of ir- 
dustry” falls within the categories just mentioned, and especially with- 
in the classification “international extension of enterprise.” The term 
migration is not very exact when used in this way.* Strictly speaking, | 


1In the paper just presented, and in his recent valuable book on The World's 
Economic Dilemma 

2 International Ex ic Relations: A Treatise on World Economy and World 
Politics. 

*The loose, popular usage of the term “international migration of industry” 
seems often to connot | international movement of industry. On the other hand 
it seems to be used times chie fy in connection with the establishment of branch 
factories, particularly of American branch plants in Europe and Canada. If the term 
migration were strict] bore to industry it would mean that an industrial unit 


would be transferred to ther country, including all four factors of production 
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ATION MM yould mean complete removal of an industrial concern from one country 
P ‘o another, and in terms of the economic factors in production, perhaps 
the removal of all the moveable factors—labor, capital, entrepreneur— 
along with the industrial unit. But this happens in extremely rare in- 
stances. However, if a rough and convenient term is desired, one may 
LY more {employ the word “migration” and give it the broad connotation it has 
Yr. Pat recently tended to receive in this connection, including extensions and to 
fe early MME some extent affiliations. As for the term “industry,” it may cover the 
OF con: fundamental aspect of the movement, although in collecting data it is 
ms and MME often difficult to separate commercial enterprise. 
such an Data for precise analysis of the quantity, flow, and direction of this 
factors MM so-called international migration of industry, are not readily available, 
1d then MM although the movement may rather easily be traced in its broad outlines. 


lustria| MB Ordinarily, estimates of foreign investments do not provide an index.‘ 
re then 

| But land does not move, even though it is sometimes asserted that a change of title, 
: or a shipment of natural resources, is in some senses equivalent to its moving. One 
st fun- might insist, then, that migration must involve the movement of all the moveable 


r tha factors. Just this has sometimes happened, not only nationally, as in the case 
al, of the shift of New England textile concerns to the South, but also internationally, 
ademic as in the transfer of jute manufacture from the United Kingdom to India, and 
record of cigar-making outfits from Havana, Cuba, to Tampa, Florida. But there probably 
é have not been a great many cases of this sort internationally. Labor is, of course, 
tics of much more internationally mobile than was once assumed, but it does not usually 
move along with the movement of a given industrial concern. As for capital, it is 

highly fluid internationally, and this applies to both pure interest-capital, in which 

ted by we are not interested here, and enterprise-capital, which is here important. The 
omena entrepreneur, or at least his function, is also internationally liquid. We might, 
therefore, confine “migration” to cases of movement of enterprise-capital and 
exten- entrepreneur-function. But the owners of the capital and the entrepreneurs 


al car- often stay at home and direct operations abroad. This would be in the nature 
4 of an extension, as would also be the case where production continues at home 
‘ound and only a branch is established abroad. Altogether, it would seem much 
1 serv- more exact and much less confusing, to confine the term “migration of industry” 
, to cases of complete transfer of an industrial organization, with its labor, enterprise- 
In re- capital, and entrepreneur, and to use “extension” to cover the phenomena under 
occur consideration here. But if the term “migration” has come to have the broader mean- 
ing it may be convenient to employ it in that way, thus not only laying aside the 

1 even distinctive use of the word “migration” but also including for practical purposes 
enterprises producing mercantile and transport services as well as those turning 

of ir ut material godds and non-exchange services. If so, all of the various types of 


movement involved should be understood when that movement as a whole is being 
with- studied. 

5 ‘From time to time there have been estimates, mostly made by private individuals, 
- term of the total foreign investments of leading countries, and sometimes these have 
ing, it been subdivided by regions or countries receiving the investments and roughly by 
types of investment. A careful private inquiry into British overseas investments 


Vorld'’s ‘now being made and the results are being published in the journal of the Royal 

Economie Society, but thus far the figures relate only to loans to foreign and 
World Dominion governments, states, and municipalities. Vide Sir Robert Kindersley, 
ustry” “British Foreign Investments in 1928,” The Economic Journal, June, 1930, Vol XL, 


af No. 158, pp. 175-183. The results of another British survey are being published in 
> hand the Economist. Most of these estimates are inapplicable to the present problem 


one by reason of being out of date (there has been a peculiar lack of such estimates 
‘po in the recent period of greatest development along these lines), and by reason 
me of their not showing types. They are also somewhat less useful for present purposes 


because they usually have shown only the total amounts outstanding at a given date, 
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However, some fairly accurate measurements may be made in terms of 
the financing which is involved, as will be seen in a moment. 


Taking this country as a case study, the outward movement of Amer}. 
can enterprise had beginnings as far back as the early nineteenth cep. 
tury. It increased considerably just after the turn of the twentiet; 
century, stimulated apparently by a peak of prosperity here and a strip. 
gency in Europe. Its great growth after the World War, as indicat 
by figures for private foreign investments, is, in general, familiar t 
all. In the latter part of the 1920-80 decade it included a noticea}; 
increase in American branch factories abroad, and this was viewed with 
alarm by some who considered it an economic desertion which woul 
injure American labor and American prosperity in general. 


Meanwhile Congress became interested, and adopted a resolution’ call. 


$$ 


and afford no vie d by periods which might be correlated with changes of 
policies. However, in case of the United States, the Department of Commere 
has made some usef ites of value here. 

Going back t lier compilations, in 1900 a careful private estimate oj 
American investme ad was made, which is of use here since it is generally 
thought that most of foreign investments at that time were what the Depart- 
ment of Commerc: ms “direct investments.” (Nathaniel T. Bacon, “American 
International Ind« ess,” Yale Review, November, 1900, pp. 265 et seq.) It in- 
dicated a total of $ 000 of which the largest single portions were in Canada 
and Mexico. Fro until the outbreak of the World War the movement in 
general increased. In 1912 another private estimate (John B. Osborne, “Protectio: 
of American Comme nd Capital Abroad,” North American Review, May, 1912, pp. 
687 et seq.) gave a t f $1,902,500,000, although this total is probably less con- 
fined to items of t kind being compared here. The striking withdrawal of 
European industrial anc lar investments in the United States, with which we are 
not primarily concerned th tudy, and the huge growth of American investments 
of all kinds, publ nd private, of both interest-capital and enterprise-capital types, 
during and since the World War are well known. 

In the position of ¢ United States as a great creditor the total of war loan 
indebtedness on Nove er 15, 1929, including funded and unfunded, and accrued 
interest, stood at §29,755,777.51. (U.S. Treasury Department, Annual Report of 
the Secretary of the Tre ry on the State of Finances for the Fiscal Year Ended 
June 30, 1929, D t Ne ).) But it is noteworthy that private long-ter 
American investment road on January 1, 1930, were even larger, being officiall) 
estimated at $13,00 ) $15,000,000,000. 

P i Term American Investments Abroad 
January 1, 1930 

Regions Investments 
(In millions) 

In Canada and New! 8,155 to 3,627 

In Asia, Australia CP 1,190 to 1,368 

(U. S. Department Commerce, The Balance of International Payments of th 
United States in R O. Hall, T. I. B., No. 698, 1980, p. 31.) However, 
not nearly all of thes t amounts, even of private long-term investments, in- 
volved migration of American industry. In other words these figures, while ex- 
cluding short-term it nclude large portions of pure interest-capital which do 
not represent extension of American enterprise, although this distinction is difficult 
to maintain as industrial bonds are sometimes cited both ways. 


5U. S. Congression Re d, 71st Congress, Ist Session, Vol. 71, No. 85, Pp. 
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ng upon the administration to make an investigation of the entire mat- 
ser of investment of American capital abroad and its causes, with par- 
ticular reference to investments in manufacturing in Europe. This 
survey resulted in the publication of probably the most nearly complete 
jata of this kind that had yet been assembled for any country.® The 
survey eliminates “portfolio investments” acquired through the purchase 
of foreign securities publicly offered or through purchases on foreign 
stock exchanges, and confines itself to so-called “direct investments” ; 
‘hat is, to such investments in the main as those of American corpora- 
tions in American-controlled manufacturing organizations, petroleum 
lands, mining properties, public utilities, and plantations abroad, al- 
though it includes also minority interest of American corporations in 
foreign business and properties. If these minority interests and certain 
mercantile agencies had been excluded the data would be even more ex- 
actly useful for present purposes, but the figures do not go too greatly 
beyond the scope of the industrial problems here considered. Time 
limit here prevents consideration of further problems in the technique, 
such as those of classification of bonds and of valuation methods in 
general.” 

The resulting total of direct foreign investments outstanding on Janu- 
ary 1, 1930, is $7,748,000,000, an amount, incidentally, slightly more 
than one-half of all private long-term American investments abroad at 
that date. More important than the total figure itself, however, is the 
listribution by regions and countries, and by industries. 

The high lights of the geographic distribution are that the largest 
items are for Canada, South America, Europe (including Great 
Britain), and Cuba and other West Indies, in the order named, each be- 
ing between one and two billions. 

American direct investments in Canada are twice as large as those 
in any other single country; in this case communication and transpor- 
tation enterprises come first, although if paper and pulp are included in 
manufacturing, the latter takes the lead. The classification is difficult 


because paper and pulp production is intermingled with hydro-electric 


H71, Senate Resolution 128, adopted Oct. 5, 1929. “Resolved: That the Secretary 
of Commerce is hereby directed to investigate the essential facts, as regards both 
what has happened and the causes, with respect to the investment of American capital 
ibroad, especially in Europe, and particularly by American corporations engaged 
in manufacturing in the United States. The Secretary of Commerce shall report 
to the Senate as soon as practicable the results of his investigation, which shall 
be completed within one year from the date of adoption of this resolution.” 

*U. S. Department of Commerce, American Direct Investments in Foreign 
Countries, by Paul D. Dickens, T. I. B. No. 731, 1930. 

It is noteworthy that the industrial bonds, as well as stocks, of American-con- 
trolled corporations operating abroad are included. For further notes on the scope, 
sources, methods of valuation, rules of geographic distribution, rules of industrial 
distribution, and the refinements and limitations of the survey, the bulletin itself 
should be consulted. 
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development. ‘The variety of manufactures is considerable. Mining and 
smelting are also important. Here one finds well-known localization fac. 
tors, notably the availability of raw materials, such as pulp wood, not to 
mention similarity of language and custom. There are also the rather 
high import duties on some commodities, the restrictions on the export 
of pulp wood together with the free importation after 1911 of news. 
print in the United States, which may have influenced the expansion 
northward of American paper manufacturing, and the preferentials 
accorded in some other parts of the Empire to Canadian exports. 
Summarizing for South America, and ignoring the diversities of the 
various countries there, petroleum, smelting and refining, communication 
and transportation and other utilities are important, although manv- 
fj o, and the increase in all items in recent years 
has been more rapid n in other parts of Latin America. It is note. 


facturing is sigt 


worthy that South America ranks ahead of Europe, since recent super- 


ficial evidences h | to a popular supposition that American enter- 
prise is now mainly in Europe or in Europe and Canada. 

Of the amour irope, as might be expected, nearly one-half is 
h there is the greatest variety, and petroleum 
and public util re important, while exploitation and processing of 
raw materials ar tively unimportant. It is a striking fact that over 
one-third of these European enterprise-investments are in Great Britain, 


in manufacturir 


largely in manufacturing. Germany, France, Italy, and other coun- 
tries come considerably below. Familiar factors in the localization of 


manufacturing industry and of utilities are found in the European cate- 
gory; familiarity with language and custom (especially in Great Brit- 
ain), coal supply, trained labor, and large and accessible markets, are 
among the principal ones, and American technique in industrial science 
and in business organization are very prominent. There are also the 
il policies. An example of the former is the 
fact that the patent laws of most European countries contain com- 
pulsory working « s; the American holding such a patent thus finds 
it necessary to put it into use in manufacturing in the European coun- 
try in order not to forfeit its use. Examples of the latter are found in 
rates often high upon imports of manufactures, import quota systems, 
as in the case of the automotive industry, and the tariff preferentials en- 
joyed when manufactures are exported from the United Kingdom to 
certain other parts of the British Empire, notably the Dominions. 

In Cuba and « West Indies, sugar and other plantations are most 
important, followed by communication and transport enterprises. In 
Mexico, the leading items are mining and smelting, and, secondly, the 
frequently overestimated petroleum investments; communication and 
transportation are also important. 
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Mining predominates in Africa, and the investments in Asia are rela- 
ively small. In general, it may be observed that the inflow of American 
nterprise into Latin America, Africa, and Asia has been induced, not 
; much by commercial policies, but rather by the presence of unex- 
voit d raw materials, many of them needed by American manufacturers 
,: home, and by the opportunities presented by newly developing areas, 
‘) the way of transportation and communication and other utilities. 
These cases, then, like those in other parts of the world, to a considerable 
extent are what might be expected in view of the respective national 
eonomies involved, 

Turning to the distribution of American direct investments abroad 
by type of industry, one finds that they vary greatly according to the 
character of the national economy of the country in which they are made, 
as has been noted above, and that manufacturing is only one of several 
highly important categories. 

An idea of relative importance of types may be gained by noting 
that of the total value of $7,478,000,000, manufacturing accounts for 
$1,534,000,000, but that this is exceeded by public utilities, including 
transport and communication, with more than $1,625,000,000, and 
that other proportions include petroleum (largely crude) with 
$],115,000,000, mining and smelting with approximately $1,200,000,000, 
ind agriculture with $875,000,000. Here, therefore, one sees the dan- 
ger of assuming, as has sometimes been done, that the movement is chiefly 
one of manufacturing. Indeed, the total spread is much more nearly 
even than may have been commonly supposed. 

The figures also show that, contrary to popular impression, branch 
factories and assembling plants are much less important than subsidiaries 
in the manufacturing expansion. Of the manufacturing total of 1,236 
establishments, with a value of $1,534,000, there are 848 subsidiaries 
with a value of $1,144,000; the subsidiary is clearly the favorite organi- 
zation form. ‘This is significant. The subsidiary, often going under a 
local name, not only escapes the economico-sentimental opposition some- 
times encountered by a concern known to be foreign, but it shares the 
vlvantages of native concerns under the industrial laws and public poli- 
cies of the country in which it is located. This suggests that such poli- 
cies may be, at times, more important influences than commercial policies. 

The survey also presents certain data in such a way as to show a time 
trend; that is, it shows the expansion abroad of the various types of 
American manufacture in some areas, by years, from 1860. This ex- 
pansion, into Europe, shows three major movements: (1) from 1898 
to 1902; (2) from 1908 to 1915; (8) from 1920 to 1929. Each move- 
iment was larger than any preceding one, and the third was, of course, 
most striking. Declines in expansion rate followed each of the first two, 
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and in the main, this seems to be indicated for the immediate presen; 
following the 1920-29 increase. The trend in the case of Canada wa 
not entirely dissimilar. In searching for explanations, two influences ap 
pear. In the first place it is fairly clear that America’s outward moys 
ment as a whole has corresponded generally with its gradual advange 
from the stage of simple national economy to the complex stage or type 
This means an increasing diversification of industry and especially ay 
increasing amount of enterprise-capital available for outflow if condition 
abroad are such as to attract it. Similarly, there is the type of nation: 


economy of the country receiving the enterprise. Since manufacturing 


expansion has thus far moved largely toward more developed countrie 
the movement toward Europe in this regard was typical. It is als 
typical that the expansion in non-manufacturing lines moved heavil 
toward less developed countries, and that to some extent the manufac 
turing movement has also set in more recently toward some of the Latix 
American countries which are becoming relatively more developed. Sec 
ondly, there is a considerable correlation between the outward expan 
sion in general and peaks of prosperity. This is shown in a dip caused 
by the depression of 1920-21. It is particularly true of the latter part 
of the 1920-29 period, when general business conditions in the country 
reached a remarkable peak in 1928 and part of 1929 and when th 
outward expansion of enterprise was correspondingly spectacular. 

In the above analysis causes have occasionally been suggested, but have 
not always been gi! the detailed consideration possible in many in- 
stances because of lack of space. It remains, therefore, to review the 
movement, and to draw from it certain conclusions regarding the in- 
fluences affecting it, including the tariff and other policies. 

Considering the movement as a whole, the various causes which induce 
it and make it take varying forms, including many old familiar factors 
in the location and relocation of industry, may be classified, in part, as 
follows. 

There are, first, the basic geographic and economic conditions, in- 
cluding presence or proximity, or absence, of such things as: (A) er 
vironmental requisites (i.e., primarily land elements) such as (1) soil 
and climate and (2) raw material resources and sources of power (coal, 
water-power, etc.) ; (B) population requisites, such as (1) cheap labor 
supply (although the fact should of course be borne in mind that cheap 
labor expenses and low labor costs are not the same thing), and (2) 
skilled labor supply; (C) requisites of capital and entrepreneur capacity 
(although enterprise capital and the entrepreneur are, of course, not 
easy to separate sharply); (D) exchange requisites, such as (1) mer- 
chandising facilities (e.g., export houses), (2) rail, water, and other 
shipping facilities, together with distance and weight elements affecting 
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wots (¢-g-» high transport costs on heavy machinery shipped from the 
United States to Europe), and (8) banking facilities (e.g., banks dealing 
» foreign exchange or having foreign branches); (E) consumer mar- 
tots, with their relative purchasing powers. 

‘There are, secondly, the stages and types of the national economies 
volved. Here the oldest and most natural movement is from complex 
‘simple national economies. But the increase in the movement of manu- 
facturing Which, correctly or incorrectly, has received most attention in 
the last several years, has also been caused partly by the flow of enter- 
prise capital to countries of similar national economy with a probably 
‘mporary capital depletion. Nor should the natural tendency toward 
, sort of industrial coalition of the leading manufacturing nations be 
overlooked. 

Thirdly, there are miscellaneous non-economic factors, such as simi- 
urity of language, customs, tastes, and national sentiment for national 
goods. 

Fourthly, there are individual and corporate business policies. For 
«ample, there is the determination of many processors and manufac- 
turers to control their own supplies of raw materials in other countries. 
(ther important examples include the rationalization movement in Eu- 
rope, calling upon America for mechanical and organization technique. 
Plural voting shares for retention of control within the nation would 
furnish a negative example. 

In the fifth place, there are the ebbs and flows of national prosperity. 
It is striking that the outward movement of industry from the United 
States has tended to expand most rapidly at some of the so-called pros- 
perity peaks; that is, when at least corporate profits, the securities mar- 
ket, and internal industrial expansion were at their highest points. 

Finally, there are laws and public policies affecting the international 
movement of industry. ‘These may be divided into two categories: those 

neerning industry directly, and those operating upon trade, and to 
some extent upon shipping and finance, but through these affecting in- 
dustry, and often having industrial effect or even intent. The former 
nay be grouped under the term industrial policies, and of the latter 
those ordinarily referred to as commercial policies are most important in 
the phenomena here considered. Further, of these commercial policies, 
‘ariffs assume particular significance. 

The industrial policies proper have been given comparatively little 
ittention until very recent years, probably partly because in many in- 
‘tances they are not formulated with particular reference to foreign 
‘terprise as such; but sometimes they are, and in any event there are 
‘ertainly many economico-legal provisions which a concern encounters 
*hen it undertakes operations, not with but in, a foreign country. The 
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status of such enterprise includes matters of incorporation, registry 


combination, taxation, “industrial property rights” such as patents, and on 
especially in outlying countries, leases and concessions. These are que 1995 

tions too large fully to explore here, but such laws and policies must } bly mi 
taken into account very definitely and considerably in any analysis , Sa 
the international migration of industry. ‘To mention but three exam ar 
ples, it is probable that far too little attention has been given to tho wer, | 
cases where a manufacturing industry has moved or extended pari 1 spec 
in order to comply with compulsory working clauses in its foreign pat danger 
ents, or because of patent ownership, or partly, if not largely, to escap vive ef 
international multiple taxation. Liberality or otherwise in granting hey di 
concessions and leases, particularly with respect to natural resources j “—_ 


outlying countries, but also with respect to manufacturing in countrielll }920-2 
of the other type as in the Swedish match case in Europe, may als 


some 0} 
be included here. ‘These factors, like the non-legal and non-policy fag yent 0 
tors, are known to operate in important phases of the movement outlined juve b 
above. ess 
Turning to commercial policies, with special reference to the tariff The 
there are a good many ways in which the movement is affected, as wi vem 
be indicated below, and an examination of given instances as well as MMM opera 
the whole movement indicates the presence of this influence. Howevesli yea; 
just as international commercial relations are probably still given a mori |:in0, 
nearly exclusive place in the study of international economic relation (jtcd 
than they merit, and just as the international movement of manufac yrjod 
turing has recently been overemphasized at the expense of the movement sod re 
of other industry, so it also appears that commercial policy may hav@ii :y) +. 
been given undue weight in the present problem. Certainly the popul: mong 
notion that American industry, even if this be confined, as it should not Ney 
to manufacturing, has recently fled to Canada and Europe solely becau: e ta 
of high tariffs there, is exaggerated. srobal 
The exact place of the tariff in the movement is difficult to appraisélill of a1 
A comprehensive tracing of tariff rate changes on the product of eal j;;;ff. 
migrating industry has never been undertaken by any government the lat 
research organization, and conclusive proof would in any event have t@}y ind 
be sought in the decision of each concern. A general approach may (1) 
sought in recent computations of import tariff levels of leading cou as wel 
tries,® on the basis of average ad valorem equivalents of duties com notiy 
lected in forty countries, calculated on the vs i sf | i 
1918, 1925, 1928, and 1929. The results are rather surprising. A fem nigr, 
examples may be mentioned. The level for Germany was only a verSaiil tariff 
small fraction higher in 1928 than in 1918 (8.50 per cent vs. 8.20 Pegi ir the 
*League of Nations, Economic and Financial Section, Tariff Level Indices, 1% givin, 
C. E. I. 87, p. 21; and unpublished materials compiled by the U. S. Tariff Comm , 


mission. 


i 
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wt). The French level in 1929 was less than in 1918 (6.93 per cent 
4.8.81 per cent). In both cases the level had been even much lower in 
1925. The level in the United Kingdom increased, but this was prob- 
jly mainly due to high rates on a limited number of commodities under 
the Safeguarding of Industries Act. The Canadian level declined. 
ives elsewhere varied somewhat, sometimes being higher, sometimes 
ver, for 1928 or 1929 than for 1918, but they give little indication of 
, spectacular or even consistent post-war-decade increase. ‘There is 
janger of fallacy in these indices, since they cannot show the prohib- 
“ve effects of some duties. But if they possess any validity whatever, 
yy do not support the supposition that American manufacturing in- 
jystry migrated or “fled” to Canada and Europe during the decade 
1920-29 solely or almost solely to seek tariff cover; other influences, 
»me of them more basic, have been observed above. Moreover, the move- 
t of many other industries and toward many other countries could 
we been affected little if any by import tariffs in the countries of in- 
~The above analysis has been made largely from the viewpoint of the 
vement from the United States outward. It would be unscientific to 
eneralize too much from such data, but many of the points derived 
wpear to fit other cases, such as the extensions from European to out- 
ng, or even among European countries. Again in the case of the 
(nited States the inflow of European capital into its industries in earlier 
yriods was largely one of pure investment, and in certain important 
wd reeent cases of direct type (such as those of petroleum, soap, thread, 
nd rayon), raw materials, markets, and patent ownership have been 
among the most important influences, despite the high tariffs here. 
Nevertheless, the above observations do not by any means eliminate 
‘ariff from the present problem; they tend to show that it has 
ably been given an emphasis beyond its importance, even in the cases 
oi manufacturing migrations in recent years. It is to be noted that the 
tariff operates in this and also in other and more indirect ways. Some of 
te latter as well as the former movements thus influenced, therefore, may 
ve indicated as follows: 
(1) Movements to get over, or rather under an import tariff wall, 
iswell as to get inside other import restrictions such as quotas of auto- 
eimports. In fact if there is a single recent case where the tariff 
been most clearly a factor, it might be said to be that of automotive 
ugration into Europe. (2) Movements to get inside preferential or 
‘af-bargaining, or especially favorable most-favored-nation areas, as 
ithe case of manufacturers going into England to export to Dominions 
zvng Empire import preferences, or going into a European country 
‘port to European neighbors giving that country either especially 
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low tariff rates as a result of maximum and minimum or general and cop. 
ventional schedules or low tariff rates thus arising which have been gen- 
eralized through a conditional or unconditional most-favored-natio, 
clause. (3) Movements to get inside export restrictions, such as Cana. 
dian restrictions upon certain raw materials. (4) Movements partly 
dictated by non-restriction factors, but probably influenced by the ab- 
sence of import duties, as in the setting up of subsidiaries or branche 
abroad partly to export products back home duty free. The Ford trac. 
tor case, with production in Ireland, is frequently mentioned as an 
example of this. 

On the other hand, export duties on raw materials may tend to 
check the ingress of foreign raw-material-producing enterprise rather 
than to stimulate it, and such export duties are not infrequently found 
in just the countries into which foreign enterprise migrates for the 
purpose of exploiting such materials. Tariffs may be partly effects 
rather than causes. Although this is difficult to measure, the post-war 
international extensions and affiliations of enterprise are thought to 
have had an ameliorating effect upon the severity of tariff restrictions 
at least among European countries, in both general and particular 
ways. 

Thus a variety of factors influencing international industrial migrs- 
tion is apparent. ‘They include commercial policies, probably less than 
may be ordinarily supposed, and also what may be termed industrial 
policies, which hitherto do not seem to have been sufficiently emphasized. 
But basic conditions often govern, probably even in many instances 
where government policies also play a part. 

International industrial migration is scarcely to be called a “flight,” 
even though it may have its periods of contraction and expansion, but 
is rather a gradual movement which set in long ago, and which takes 
on various rapidities and directions in different times and places. It 
illustrates, it is true, partly the effect of national measures upon foreign 
economic processes, and perhaps also the influence of such processes 
upon national policies. But everything considered, it may point even 
more to the limited effectiveness of nationalistic restrictions, and to 


an inevitable tendency toward, not simply an international commercial, 


but also a world industrial, order. 
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INTERNATIONAL ECONOMIC RELATIONS—DISCUSSION 


Lynn Ramsay Epminster.—The two interesting papers that have just 
heen read both serve to emphasize the economic interdependence of the modern 
yorld. Trite as this fact may be—to use Professor Patterson’s expression— 
it happens none the less to be of supreme importance. So long as we con- 
inue to live in a world in which our political machinery lags far behind world 
economic evolution—is geared backward, as it were, to the old fiction of na- 
tional economic rivalry instead of forward to the fact of world interdepend- 
ence—nobody need apologize for stressing either the fact or the implications 
of that interdependence. There will be plenty of time for apology after there 
has been some indication that its implications have been adequately reflected 
in the economic policies of nations. Trite, therefore, as the idea may be 
smong economists, I am afraid that, like the poor, it will be with us for a 
zood while to come. 

In showing the need of stressing less the national, and more the world, 
noint of view in our modern economics, Professor Patterson is, of course, 
right. One feels, to be sure, that the distinction which he attempts to draw 
between international and world economics, the one stressing rivalry and the 
other community of economic interest among nations, rests on a somewhat 
limited use of the word “international.” But that is a small matter. By 
whatever name one chooses to call it—international economics, world eco- 
nomics, or just plain economics— few will deny that our present-day economic 
theory ought to lay more positive stress on the economic interdependence of 
nitions than did our older economics. 

Professor Donaldson’s paper on international industry has directed our 
attention to a very important field in which this integration of economic in- 
terest is taking place. There has been an enormous growth of so-called 
‘direct investments” abroad by American corporations; that is, investments in 
industrial plants, public utilities, and other forms of enterprise under Ameri- 
ran control; and this same process of internationalization of business enter- 
prise has been in progress in other countries. Concerning both the extent and 
the causes of this migration of industry, Professor Donaldson’s paper is 
very illuminating. 

There is one point, however, with which I do not find myself in agreement. 
| feel that in his anxiety to stress the importance of what he calls industrial, 
as distinguished from commercial, policies as causes of this so-called “migra- 
ion’ of industry, Professor Donaldson has unduly minimized the effect of 
commercial policies. Particularly is this true if we consider manufactures. 
Take, for example, Canada. If we take into account not only her high tariff, 
with its preferential features and its anti-dumping regulations, but also other 
provisions of her commercial policy designed to promote domestic manufac- 
tures, such as her export restrictions on pulpwood, I think we may say that in 


+h 


ie aggregate these restrictions have given a very marked impetus to the 


‘sension of American manufacturing industries into Canada. Of course 
Wien one includes other types of industry such as public utilities and the 
ming and petroleum industries, protectionist devices like the tariff do not 
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shi 
loom so large as causal factors. But, in respect to manufacturing, I am jp.’ 


clined to think they are very important causes of industrial migration. all of 
In any case, it is untenable, in estimating their significance, to maintain, _ 
as Professor Donaldson does, that import trade barriers are no higher today” foc 
than they were before the War. The figures which Professor Donaldson cite? 
in this connection, taken from the League of Nations pamphlet on Tarif camp 
Level Indices, are not reliable evidence. They are taken from an appendix the il 
to which they were relegated precisely because they were deemed the leas fmm” 
satisfactory among the various methods of measurement of tariff levels con- aah 
sidered in that study. The fact is that import barriers—and these, of course me” 
include not only tariffs but other restrictions as well—are distinctly higher ae 
than they were before the War, as anyone can readily ascertain by inquiring such 
from sources such as the Tariff Division of the Department of Commerce, resor' 
whose business it is to keep intimately in touch with such matters. Moreover, oq 
the present trend seems to be upward rather than downward. a 
Professor Donaldson’s paper is concerned only with the extent and canses comb, 

of the migration of industry. One wishes that there had been time for him . = 
to indicate also something of its significance. What is its meaning in relation 
to the world economy which Professor Patterson has pictured to us? Will an 
this migration, or foreign extension, of industry tend to increase or diminish with 
world economic interdependence and in what way? What is its significance waa 
in relation to the future of world prosperity and world peace? aa 
Time does not permit adequate discussion of these matters, but one or two. 
points may be noted. In so far as the process of migration has been due to a 
nationalistic restrictions designed to curtail imports and to stimulate domestic fm" 
production, it does not make for increasing interdependence. On the con- 
trary, it is a concession to, a compromise with, the policy of economic na- .” 
tionalism. In its proximate results, it presumably means less, not more, inter- mee 
national trade; though of course payments of interest and dividends on such and 
investments cannot be ignored in this connection. In a larger view, however, - 
I think no one will deny that the process signifies, if not increased interde- : 
pendence in terms of trade, certainly a trend toward unification of world ‘. : 
economic interest. No matter what the causes of migration, this should be the 7 
logical tendency of its results. It should definitely make for greater breadth a 
of view on the part of the leaders of industries whose scope has widened out a 
sues 


beyond national boundaries. It should lead to a distinctly greater apprecia- 
tion of the international significance of national economic measures on the 
part of powerful business interests. Their economic horizon having widened, 
their interest in every development, in whatever quarter of the globe, that 
threatens to disturb world prosperity and world peace will have been corre- 
spondingly increased. In short, the same considerations that have for years 
given the United Kingdom a peculiarly vital interest in world economic and 
political stability should come increasingly into play in other countries, and 
particularly in the United States. 

As illustrating further the process of integration of world economic inter- 
est with which both leading papers have been concerned, I should like to point 
to what has been taking place in respect to raw materials—the particular field 
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., which I have given most attention for several years. There has been, as 
| of you know, an increasing tendency on the part of governments of various 
untries to establish or give support to controls over exports of raw materials 
. fodstuffs, particularly those materials in the production of which they 
fsae at least some of the elements of a monopolistic position. Nitrate, 
camphor, potash, coffee, tea, rubber, mercury, and pulpwood are but a few of 


aM in- 


intain, 
today 
cites 


a ‘he illustrations in this field. By those who have been inclined to minimize 
os ‘ye importance of these controls much has been made of the fact that some of 


hem have been broken down and others distinctly checked by the development 


shee »{ competition from outside sources—competition from the identical product 


high or some form of substitute. What is not so generally appreciated is that as 
? wich competition develops there is a tendency to counteract its effects by 
em, sort to international agreements which greatly widen the possible scope of 
7 ntro] measures. In nitrate, potash, mercury, and a number of other cases 
—~ such agreements have been made. Added to these are the purely private 
~ombinations of producers such as that in the copper industry and that which 
1 isnow under active negotiation in respect to sugar. 
ov There is, in short, a distinct trend toward international combination of 


wine producing groups whose activities can no longer be adequately coped 
with by national governments. If the good which may come from such com- 


‘a jination in the way of stabilization of world industry is not to be lost 
em through monopolistic and extortionate price boosting at the expense of con- 
wmers the world over, and if international friction is to be avoided, some 
“hae kind of international machinery for dealing with the whole problem must 
. Mi xcordingly be devised. Time does not permit discussion of the specific sug- 
160m gestions in this connection which I have had occasion to elaborate elsewhere 
ee in book form. I simply mention the point as an illustration of one of the 
inter- a evs 2 which world economic evolution is breaking over national boundaries 
» such Mg 2d creating problems whose scope lies beyond the reach of national govern- 
ments. 
as In my judgment the greatest hope for constructive progress in dealing 
al th international economic problems lies in the activities of the Economic 


section of the League of Nations, and I cannot close without calling attention 
be the 
to the significance of its work. Here is a body whose very existence is predi- 


oat cated on the fact that there is a large and increasing number of economic is- 
ated ee and problems that are essentially international in character and there- 
vm the fore beyond the reach of the old concept of national sovereignty. Not only is 
ae ‘ie League a clearing house, as it were, in which the various national points of 
we ‘ew with regard to economic issues are brought together and an effort made to 
as ciscover underlying principles that will reconcile the differences in view, but 
‘wat tismuch more. Its statistical and economic surveys and publications are a 
ie matabie laboratory for the development of the newer world economics of 
er uich Professor Patterson has spoken. Ona scale that has never before been 
possible, there is being made available to students of economic theory and 
os ‘nomic problems a body of data that is world-wide in scope and is assembled 
pola ‘tom a world point of view, much of it information that could not be pro- 


r field ured directly by one country from another. In the work that this body is 


a 
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doing, more than in that of any other agency, lies the hope that the existence 
of a highly interdependent economic world will eventually be reflected much 
more fully in the economic policies of nations than has thus far been the case. 

James Harvey Rocers.—Professor Patterson has aptly pointed out the 
desirability of a broader attack on many economic problems. Some economi- 
problems are world-wide in scope and they should be so treated. With his 
position thus stated I can find no possible disagreement. In fact, Professor 


Patterson has shown very clearly that many of our most important problems : 
have been handled heretofore on an almost purely national, and therefore MN mer 
much too narrow, basis. I venture to hope that his emphasis of this condition HMM on | 
will lead to a much broader view of such things in our all too provincial sum 
America. 

At times, however, Professor Patterson seems almost to confuse scientific MMM and 
analysis itself with the uses to which the results of the analysis are to be put. MN rea 
At one or two places in his argument, one might even think that nationalism MMM nat 
versus internationalism was the subject of discussion. As I see it, some MM whe 
problems are purely local in scope; others are national and still others inter- HM slu: 
national in scope. Scientific analysis calls for appropriate treatment of each, HM rel: 

For investigation purposes, the uses to be made of the results are inci- MN met 
dental. International attacks may yield results chiefly valuable for na- rais 
tionalistic purposes—and they will be so used if nationalism continues to 
grow. two 

Scientific problems are independent of national lines as well as of the 
uses to which the solutions are to be put. The breadth of the attack depends 
upon the character of the problem and upon the available data and technique | 
of investigation and upon nothing else. The introduction of ethical and 3 tar 
other considerations into scientific analysis is almost sure to distort the results. 

Many problems are already attacked internationally. Professor Patter- per 
son’s examples are excellent ones. Certainly few problems are as much in 
need of broader attacks as those of central banks and of gold. It is to be Hi per 
hoped too that the world-wide attacks on these problems will show that, as in 3 rec 
our profit organization of economy, the good of the group will in general be 
promoted by each of its members seeking its own welfare. But unfortunately du 
this cannot be assumed in advance. It is the part of scientific economics 
to find logical-experimental solutions. Those in authority will use these solu- wa 
tions as they see fit. 

Professor Donaldson is to be congratulated on the comprehensiveness of Hj ou 
his analysis of the migration of American industry. Certainly this important 
and growing movement is affected by many and complex influences. Whether 8a 
it is most largely to be explained on the basis of the general internationaliza- ca 
tion of industry which seems to be going on in all parts of the civilized of 
world or on one or more of the special influences so carefully outlined by al 
Professor Donaldson, I think no one can at present say. 

One far-reaching influence, however, I think Professor Donaldson has sii 
neglected to discuss; and, since it seems to me an influence destined to grow fr 
in importance in the years to come, I shall use the remaining few minutes of : 


my time to give it brief consideration. 
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Not only have the tariff walls in various parts of the world led many 
of our industries to get behind these walls to produce and sell their wares, 
put our own tariff walls combined with the extremely large and persistent 
payments from outsiders to people within the United States are beginning 
o have a Similar effect. The general explanation of this growing influence is 
not dificult. Some of the details, I have discussed elsewhere. Here, I must 
content myself with the general treatment. 

The government of Great Britain is paying to the United States govern- 
ment approximately half a million dollars a day. Other European countries, 
on inter-government debt account, are paying much smaller but increasing 
«ms. In addition, the service on the vast holdings of foreign investments 
by the American public amounts to approximately a billion dollars a year 
and is increasing rapidly. These huge inward payments, while in recent 
years largely counteracted by other credit items in our balance of inter- 

ational payments, are making for ever more persistent inward payments 
“a outward credits are for any reason disturbed. The normal, though 
sluggish, effect of such persistent inward payments is generally an increase, 
relative to exports, of imports, visible or invisible. Such a normal adjust- 
ment however has been greatly interfered with by our high and recently- 
raised tariff rates. 

The incentive to the migration of American industry growing out of these 
two influences combined is in my opinion important and destined to grow. 

Very generally and as an example only: 

1. Great Britain is paying huge sums to the United States. 

2, Gold and a number of raw materials we receive without penalty of a 
tariff. 

3. Most manufactured articles we will receive only with a heavy customs 
penalty. 

4. In Great Britain, therefore, articles which we will receive without 
penalty must draw an increasing premium over other articles which we will 
receive only with heavy penalty. 

5. Among the freely received articles gold is the most important. Other 
duty-free raw materials we will take in limited quantities only. 

6. Hence, in proportion to the magnitude and the persistence of the out- 
ward payments, gold must draw a premium over other articles. 

7. In other words, the British price level must separate downward from 
ours, 

8. The fact that the large and persistent payments must be made by the 
sale of British wares in any part of the world where gold or dollar exchange 
can be had only tends to make this influence world-wide in scope. The inflow 
of commodities and the outflow of gold will tend to make other price levels 
also separate downward from our own. 

Hence my conclusion: Since our high tariffs combined with large and per- 
‘istent inward payments is causing other price levels to diverge downward 
from our own, it is becoming increasingly advantageous for our industries, 


by migration, to seek in foreign countries the more rapidly falling costs. 
This they are doing. 
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Paut Haensex.—The question of world economics and of internation) 
economic relations is so wide that we can debate on this subject for weeks ang 
months. Therefore having only a few minutes at my disposal I prefer ty 
make only a few remarks on the two very valuable, interesting, and inspiring 
papers presented. 

I think we should not oppose too much world economics to national eco- 
nomics. In the long run, the prosperity of a nation means always the 
prosperity of the world. Of course, there may be isolated cases when one 
nation gets some advantage over another nation. But exactly the same situa- spec 
tion may happen in the economics of a nation when one class or group may | 
gain at the expense of another class or group. Still we would be at a loss fam Bru 
to call such a situation economic progress or prosperity. America did not HMM cow 
gain from the destruction of European economics during the Great War. On HM! 
the contrary, America would have been much more prosperous now if the last 
War had not taken place. Canada is not becoming more prosperous by 
smuggling liquor, etc. In the long run, all such artificial conditions and 
devices create complications and hamper future prosperity. 

However, world economics and rational development of an improved 
international commercial and world industrial order may be impeded and 
undermined by some injurious measures of the governments of individual 
nations. 

In this respect we should not minimize in present conditions the tariff 
policy and all the dangers of possible abuses in this direction. Even if we 
take for granted that the tariff policy in the past has not been the chief ob- 
stacle for rationalizing world economics and has not influenced sharply the 
migration of industries, nevertheless the tariff policy of the individual nations 
is a very important factor in the development of world economics and above 
all it is a very important menace to the rational organization of world eco- 
nomic order. At any rate, the danger of quite unexpected and arbitrary 
changes in the tariff policy of individual nations is so great that it hampers 
all rationalization of world economics and makes all future plans and every 
forecast illusory and uncertain. We have to begin with the tariff question 
in all international economic measures or all our endeavors, as for instance as 
in the gold policy, may become futile or problematic. 

Therefore, it was perfectly right that the League of Nations devoted 
special attention to the problem of custom tariffs. However, the efforts of t 
the League were not very successful. Only a few countries adopted the plan 


suga 


abot 


not to raise tariffs in the future. 

The failure of the League of Nations in this respect is due chiefly to the 
desire to convince the governments of the whole world to reduce or at least to 
stabilize custom tariff. It was an idealistic hope, but unfortunately idealism 
does not always count for much in international relations. If a few nations 
start a policy of retaliation, the whole world will very soon feel the futility 
of introducing an excessive tariff and world economics will get a much 
sounder foundation. Retaliation in matters of tariff policy does not mean 
war. On the contrary, it is a plea for fair trade. Every government will 
know that an excessive tariff or an increase of tariffs above a certain maximum 
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ational MM will invariably be followed by similar action by other nations and that the 
ks and I discrimination of this kind is inevitable. Such an action will stimulate the 
sfer to Mg carte] movement and international agreements among the chief industrial con- 


cerns of the world and also rationalize the economic order. On the other 
band, this fight for fair trade will eradicate to a great extent many dangerous 
‘rms of dumping. The retaliation principle was the keystone of the Brussels 
emt convention of the year 1902. Every nation having a tariff on sugar 
spore a certain maximum was the subject of retaliation and punished by a 
cial countervailing duty even in the absence of official bounties. 

"In spite of some doubts raised by Professor Viner with reference to the 


spiring 


al eco- 
ys the 
eN one 
 Situa- 


may 
a loss ME Brussels convention, its chief principle is sound and necessary. Every 
lid not Mag country may introduce a high tariff but it must know the consequences ; name- 


r. On iy, retaliation by other countries. Even if a tariff war may result, it cannot 
if the MME last long: brevis inimitia, semper amicitia, as the Latin proverb says. 
us by On the other hand, there is another menace to the rationalization of world 


economic order. I mean the Soviet Russian policy of foreign trade. Every- 
body knows that Soviet Russia is now dumping large quantities of goods 
nto foreign countries at a loss, in spite of the fact that these commodities are 


ns and 


proved 


-d and Mm bedly wanted on her own market. Russia is comparatively very poor in coal 
ividual st nevertheless some two million tons have been dumped last year abroad 

wd considerable quantities have been diverted to the United States, the 
tariff hest country in coal in the world. Cement is badly wanted in Russia but 
| if we nevertheless she exports cement even to Argentina. Foodcards exist for 


ief ob- 
ly the 
iations 


above 


ry kind of food in all Russian cities but nevertheless Russia is dumping 
enormous quantities of cereals and other foodstufis abroad. There is an 
bominable shortage of textiles in Russia but nevertheless she exports large 
quantities of textiles abroad. Matches, salt, sugar, and many other com- 


ld eco- modities are exported from Russia, even as far as to the United States, 
vitrary Canada, and South America, in spite of the fact that there is a great shortage 
mpers in all these goods in Russia. 
every This is not simply ordinary dumping. It is quite a new and peculiar 
iestion pienomenon in world economics. It is some sort of a political dumping or, 
stance as 1 should say, a “‘pernicious export” from the standpoint of world economics. 
‘le inner market of Russia is deprived artificially and goods which are 
evoted ily wanted there are dumped into foreign countries which suffer from 
rts of their own overproduction. Such a policy dictated by purely political con- 
e plan ‘iderations of the Soviet rulers tends to increase the disequilibrium of the 
world’s demand and supply. 
to the Firms selling goods (for instance, tractors and machinery) to the Soviet 
east to government no doubt profit by it, but at the same time many other branches 
ealism f industry and agriculture suffer from Soviet dumping in this country or 
ations on international competing markets. In other words, Soviet orders are paid 
utility by dumping. Thanks to the Russian monopoly of foreign trade there is no 
much fair trade for the capitalistic world in its relations with Russia. 
mean Such a state of affairs rouses the anger of many European countries and 
it will france, Belgium, Hungary, Germany, and many other nations have lately 


cimum ntroduced countermeasures against this new and peculiar form of dumping. 
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However, our knowledge of world economics is not sufficient and we want 
much larger endowments for investigations in this field. For the improve. 
ment of a radio-tube or of a shaving blade millions are spent freely but com- 
paratively very little is given for economic research. 

At any rate, the near future of mankind will depend not so much on the 
progress in our knowledge of science, of physics, or of chemistry, but chiefly 
on the progress of our knowledge of economics, of political science, and of 
the psychology of the masses. And this we must bear in mind above all other 
considerations. 

Joun G. Hernpon, Jr.—I am sure that we all feel that Dr. Patterson’; 
paper is at once an inspiration and a challenge to us. It is an inspiration be- 
cause of the clearness with which he presents his thesis that there is a valid 
distinction between world economics and international economics; and a chal- 
lenge to us to see to it that we recognize such a difference in our teaching. 
I am therefore forced to the conclusion that a course in international eco- 
nomics, when given at one of our universities or colleges, ought theoretically 
to be a part of the program of its political science department; whereas 
course in world economics ought naturally to be given under the auspices of 
the economics department. Manifestly it is impossible that things so closely 
related should be treated by two separate groups at the same institution. It 
means, therefore, that there must be closer relations between these two 
branches of the social sciences than has in many cases previously existed. 
Teachers of government must be more familiar with the principles of eco- 
nomics the world over; and teachers of economics cannot be unmindful of the 
effects of governmental regulations, laws, and policies. The two become onc 
as we approach the philosophical and applied principles of either world 
economics or international economics. The difference in the significance of 
these two terms is now seen as important in clarifying our thought on inter- 
national policies. Hereafter we must recognize that the welfare of particular 
nations is by no means identical with the prosperity of the world. We must 
cease to think in terms of national advantage and appropriate the broader 
viewpoint of matters affecting the peace of the world. 

When we turn to a consideration of Dr. Donaldson’s paper there are two 
small matters to which he has alluded, upon which, I think, an enlargement 
is not inappropriate in this place. He has referred to the distinction between 
branches of, and corporations subsidiary to, American corporations transact- 
ing business abroad and owning property there. He has told us that there is 
generally an advantage in the organization of a subsidiary company for the 
reason that it gets its charter from the country where its activities are to be 
carried on. Under the laws of most European states this is undoubtedly true. 
The present negotiations between France and the United States, however, 
looking toward some alleviation of the double tax burden of Americans in 
France grew out of the fact that France does not make such a distinction in 
her fiscal system. Instead she takes into account the operations of the parent 
company as well as of the subsidiary in determining taxes due. In most of 
the other European countries the subsidiary corporation is a unit which stands 
on its own feet for the determination of tax liability. 
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Further on in Dr. Donaldson’s paper, he mentions the problem of multiple 
ternational taxation, This meeting, however, should be made aware of the 
steps which the United States and certain other nations have taken toward 
the reduction of such a burden. In the first place, bilateral agreements for 
the elimination of double taxation in the special field of shipping should be 
wentioned, since they are now in effect between some seventeen nations. In 
,idition under the auspices of the League there have been held several meet- 
ngs of technical experts on double taxation who have been successful in draft- 
‘ng model treaties for the prevention of double taxation in the special field 
of income taxes. While much therefore remains to be done along this line 
vefore the burden of multiple international taxes will cease, a considerable 
start has already been made toward the relief of the business concerns whose 
sctivities have become international or world-wide. 

Erich W. ZimMERMAN.—In view of the brief time allowed for discussion, 
t seems advisable to confine my comments to only one of the two topics pre- 
ented. While I have long been interested in problems of plant location and, 
in particular, their relation to commerce, both interstate and international, I 
choose to discuss Professor Patterson’s highly stimulating paper on world 
economics. 

With Professor Patterson’s suggestion to give wider and more conscious 
attention in this country to the problems of world economics I am in hearty 
accord. Such increased emphasis would take cognizance of the position of 
world leadership into which the forces of historical evolution and, in par- 
ticular, the Great War and its aftermath have thrust this country. I share 
Professor Patterson’s belief in the desirability of “stating economic prin- 
ciples in their larger setting’ which improved technics, especially the latest 
triumphs in the conquest of space, have forced upon us. Such a restatement 
can only mean the revitalization and enlarged usefulness of economic study. 
Needless to say, such a restatement should proceed with the utmost caution 
‘o avoid the unnecessary loss of priceless values. I, too, wish to see the 
conomist take his stand boldly on the side of the historian and the political 
scientist in interpreting and, thereby, shaping world affairs. The supple- 
mentation of our traditional individualistic approach to economics by more 
systematic attention to group action and to social motives as well as the 
inclusion in our analysis of elements lying outside the field of economics, 

ich as ethics, politics, and allied factors, seem most desirable. The social 
sciences no less than the natural sciences must sacrifice some of their definite- 
iess in order to get closer to truth and reality. Finally, I whole-heartedly 
subscribe to Professor Patterson’s declaration that “there is today no greater 
need than to find ways of preventing international warfare.” 

While I am thus in substantial agreement on essential aspects of the topic 
presented by Professor Patterson, there are other points concerning which I 
wold a different opinion. It may be quite possible that this difference is only 
maginary and that the opportunity for fuller discussion would iron out at 
‘east some of the divergencies of view. Yet, under the circumstances, I 
wust take the risk of running against what may prove nothing more than 
quixotic windmills. If they are, so much the better. 
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I take up a point of secondary importance first. I refer to a statemey 


due 

made at the very beginning of Professor Patterson’s paper, referring to pron 
fact that the world is an economic unit. It seems to me that the idea fmm pati 
world unity must be interpreted with great care, if misunderstandings a disc’ 
to be avoided. It is easy to overlook the fact that the same world holds mut 
U.S.A. and the U.S.S.R.; that it harbors both the machine civilization of au 
West and the vegetable civilizations of the East. It seems easy to Cxag Mme dill 
gerate the idea of world unity. One wonders whether one would get closer jim and 
the truth if a careful distinction were made between the organized section offi disc 
the world and the large regions which still lie, so to speak, outside of thm pro 
pale of world economics, and if the organized system were conceived as Mmm cen 
hierarchy rather than as a unit—a hierarchy in which Western capital occ mat 
pies the Holy See and in which the inarticulate masses of farmers, peasant: iam hig 
moujiks, ryots, gauchos, etc., represent the laity. rat! 
Similar criticism could be raised against the idea of increasing worl/f—m cut 


interdependence. For, are we not witnessing two conflicting tendencies whic 
partly neutralize each other? ‘The same science that renders possible cheaper 
and faster transportation and communication and thus ties a bond of mutul 
interdependence around widely remote regions, also cuts through existing 
links and makes for greater independence. Scientists, by developing th 
processes of producing synthetic nitrogen, methanol, camphor, lacquer, rayon, 
artificial leather, etc., by making hydrogenation possible, very materially re. 
duced the dependence of northwestern Europe and northeastern America on 
the outlying districts of the earth. Furthermore, the increasing importance 
of South America and Africa as sources of copper and tin and other essential 


al 
raw materials can hardly be interpreted to mean growing interdependence of Ww 
continents, but rather reflects the expanding dominion of Western capitsl ni 
over other continents. Thus, what at first may seem growing interdependence et 
in reality is a one-sided process of waxing influence of the power-machine- hi 
science-capital complex over the animal-vegetable-coolie complex. The reali- a 
zation of this development, in turn, calls forth trends of political thought l 
which raise the issue of “rising nationalism versus vested rights” and tend to 
block economic interdependence even where technical developments might t 
otherwise permit it. i 
That brings me to the main point of my discussion which deals with the é 


interpretation of world economics as contrasted with international economics. 
Professor Patterson rightly wants us to cut loose from a narrow-minded, ns 
tional viewpoint which seeks to promote the prosperity of individual nations 
“perhaps at the expense of the rest”; he invites us to embrace a new world 
economics built around the major query: “What makes the world prosper- 


ous?” TI hesitate to recognize the validity of the distinction drawn between 
international and world economics and would go even further and question 
the desirability of substituting a world view for an international outlook. 

Why must international economics be shortsighted? Why should it prove 
impossible to bring the pursuit of national prosperity into full harmony with 


the effort to promote the welfare of the world? Is it not possible that the 
vigorous pursuit of national interests throughout the world, tempered with 
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tatemeyMl jue regard for world community of interest, is the most effective manner of 
ig to t promoting world prosperity? It seems hardly necessary to impute to the 
: idea off pational mentality of today a viewpoint which Adam Smith so thoroughly 
ings af jiscredited a century and a half ago when he substituted his doctrine of the 
olds ¢ mutuality of interests for the mercantilist adage, Il n’y a aucun profit qu’ 
m of thi cu dommage d’autrui. It would seem that we might to better advantage 
to exay MME differentiate between narrow-minded, shortsighted international economics 
closer (ME and broad-minded, farseeing international economics. One should avoid 
ction off discrediting the national agency as a vital link in the promotion of world 
© of them prosperity. In my opinion, for decades to come, the nation will remain the 
red as MME center pillar of the world’s political and economic structure. Not only 
tal occu. material interests will seek expression through national channels but also the 
easants highest yearnings of man will continue to become articulate through national 
rather than through world aspirations. It would seem unwise, therefore, to 
g wor cut loose from the firm moorings of national foundations and to launch the 
es which frail ship of economic thought on the sea of world forces. The most promis- 
cheaper ing beginnings of a crystallized world consciousness, such as international 
mutual law, the League of Nations, the World Court, are deep rooted in national 
existing institutions. 
ing the A sound critique of present national policies as reflected in tariffs, in car- 
, Payon tels, in price control schemes, in investment activities, in merchant marine 


ventures, ete., Should yield earlier and richer fruit than the attempt to set up 
a system of world economics as distinguished from international economics. 

Finally, is not the distinction between international and world economics 
an oversimplification of reality? An accurate description of present-day 
world economy would have to take into consideration a variety of types of 
national economies on the basis of size, power, complexity, self-sufficiency, 
ete.; a distinction between national, imperial, and colonial economies would 
have to be made; and a new category, the continental economy, may well be 


ssential 
lence of 

capital 
endence 
1achine- 


1 reali- added as an intermediary step between national and world economy. The 
thought United States is a continental economy coupled with national and political 
tend to nity. The U.S.S.R. may be viewed as a continental economy with limited 


3 might political unity. If the dream of an economic Pan-Furope is ever realized, 


it may take the form of a continental economy which may, to a considerable 


vith the extent, lack in political unity. It is not altogether impossible that we are 
nomics. entering an era of continental and imperial economy which may be looked 
led, na- upon as ushering in the world economy of the future. 


nations Summing up, I would state that world prosperity seems more attainable 
r world if sought through the prosperity of its parts—nations, empires, or con- 


rosper- 
et ween 


inents—properly co-ordinated in harmonious co-operation, rather than by 
vewing world prosperity as an antithesis to national prosperity. I believe 
that, for a long time to come, the international approach rather than a na- 
tional world approach will prove the most effective way to accomplish the 
major objective—world peace and world prosperity. 
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THE WORLD-WIDE DEPRESSION OF 1930 


By Cart SNYDER 
Federal Reserve Bank of New York 


A distinguished English visitor, Sir Charles Addis, speaking in Ney 
York last month, referred to the prevailing world depression as “the 
most serious in over one hundred years.” ‘This may be termed a highly 
informed British view; and I do not doubt that if we were to consider 
the number of countries involved and were, so to speak, to make up a 
weighted index of them all, it might well be that Sir Charles Addis’ 
description would be justified. 

The difficulty involved is precisely a question of measure and of the 
areas to be included. A hundred years ago, and even less than this, the 
international exchange of goods was relatively small, and so, likewise, 
was the industrial product, even of the principal industrial nations, In 
considering so long a period we can only take descriptive data such as 
have been so carefully done by Dr. Willard Thorp in his work on Busines; 
Annals. But even here, going back over so long a period, we have ma- 
terial for only two nations, the United States and England. That for 
France and Germany goes back only to the latter half of the last century. 

Quantitative data of any extent, even in this country—the “statis- 
tically mad United States,” as some of our neighbors think of us scarcely 
run back much more than half a century; that is, into the seventies. 

But there is, I think, much to suggest that world-wide and synchronous 
depressions, back of the dark period of the seventies, scarcely existed. 
If they did, we know relatively little about them. Even for this country 
our information as to business depressions antedating our Civil War 
is meager enough. As I have elsewhere pointed out, the evidence is that 
one of the earliest of our true industrial depressions, that of the forties, 
did not coincide with the financial disturbances and panic of 1837; nor 
did the next severe financial crisis of 1857, usher in a drastic industrial 
setback as has been invariably the case ever since. 

It is interesting further to note that the statistical picture even of 
the seventies is confused, so that, for example, in no year of that depres- 
sion did railway traffic, as measured in ton miles, fail to increase—so 
rapid was the growth of our railway systems at that time. 

For this country no adequate measures of general production and 
trade antedate 1875, and there is, of course, nothing like these measures 
for other countries until a much later period. And even from this date 
in this country we are confined to a relatively few basic products, like 
coal and iron and railway traffic, and returns as to bank clearings in 
the major cities. 
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For the period from 1875, three especial measures of production and 
trade have been undertaken, that by the American Telephone Company, 
our own Clearings Index of Business, and, more recently, a new measure 
of basic production and manufacture by Professor Warren Persons. 
These are from monthly data and are the earliest and most detailed 
quantitative studies of business depressions, covering a long period, with 
«hich 1 am familiar. It is interesting to find that indexes derived from 
diferent types of data should still show a fairly close agreement, and to 
this ] may add also the inevitably rather crude measures of the velocity 


1 New 
“the 
highly 


nsider 


up a @ of bank deposits, from 1875, carried out in my department. 

Addis’ Here then are four different types of measures endeavoring to gauge 
the intensity of business depressions in this country. If we take as our 

of the HP standard, as three of these indexes do, that amazingly steady line of 

8, the # average or normal growth of industry, what we find is that the drop below 

ewise, 


this line of normal growth is remarkably similar for each of the major 
depressions covered in this period. This is strikingly true of Professor 
Persons’ most recent calculations. 

Taking, then, these types of measures as our guide and applying them 
‘o the present time, we find the latest available month, November, regis- 
tering the lowest point in the present depression, and that point about 
the same percentage degree of decline from the estimated normal as in 
previous industrial crises, as in 1921, in 1907, 1898, 1877, and some 
intermediate periods like 1884 and 1914. 

It is unfortunate that, for the most part, our physical data are so 
largely confined to basic production, which, decade by decade, become 
less and less representative of the total trade of the nation. But if we 
take these measures for precisely what they are, and nothing else, we 
shall not confuse their showing of a 20 to 30 per cent decline below 
normal as a true measure of the decline in the total trade of the country, 
which may not be even one-third as much. As they stand, these indexes 
confirm for this country at least this much of Sir Charles Addis’ estimate, 
that the present depression is one of the most severe of which we have 
any definite measure. 

In other words, as I expressed it last March, before the fact was as 
evident as it is today, “it is clear that the business cycle in all its force, 
unaltered and undiminished, is still with us.” This definite fact seems 
tome of deep significance, as expressing the complete absence up to the 
present time of any kind of adequate procedure for the control, or even 
the mitigation of the severity of the business cycle in this country. 

But if business cycles mean for us precisely what they have meant 
‘ince their advent, alike in their severity and the havoc which they wreak, 
unaltered in any measurable degree, this is unfortunately not true for 
the rest of the world. I do not think there is any careful student of the 
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problem who would not agree that this is the most world-wide depression, of de 
if not the most severe, of which we have any record, whether in a hun- anotl 
dred years or more. Certainly no other has to the same degree involved Whil 
in a common cataclysm the most distant portions of the earth. Ays- influe 
tralia, the Argentine and the Malay States have suffered as much or MM jpdu! 
possibly more than Great Britain, or Japan or the United States, and ¢ 

It is an astonishing and sinister portent. As if in ironic contrast one 0 
to the fantasies of a “new era” of unending prosperity, so widely prev- thou: 
alent but little more than a year ago, must we from this derive the im- stror 
pression that the business cycle, and industrial depressions, so far from rays 
undergoing a progressive amelioration, are steadily extending, if not E 
in intensity at least in area and numbers involved? Viewed from this from 


angle most of our so-called international problems sink to a minor place. ind 
If, for example, the United States were now alone among the chief this 
nations of the world to suffer, the repercussions of this might still be 0 si 


extensive, owing to our highly predominating position as a buyer and 
4 


consumer of raw materials. But if most of the other countries were 
fairly prosperous this effect would be mitigated. The other nations 


a me 
would buy our goods at these depressed prices, gold would flow in, bank Greg 
credit would be automatically expanded, and the usual and apparently aust 
invariable mechanism of recovery in trade would be set in motion. cons 
In reality we have had exactly the reverse. None of the major Euro- B 
pean countries, save one, shared the general prosperity of the United ng 
States in the last six or eight years. On the contrary, some of them, our 
at least, like Great Britain and Germany, have had a struggle with many list 
adverse factors. And the same is true of other great countries, more this 
distant, like Japan and China. The single exception, appears to have fore 
been France, and the peculiar circumstances of her exemption I shall disc 
advert to in a moment. The 
The collapse of the speculative mania in the United States last year, the 
puncturing conditions of overexpansion in some important lines, re- in| 
acted then upon a world in none too buoyant a condition and in which ind 
many countries were directly dependent upon these United States, either ! 
through our immense purchases of raw materials or through loans of an¢ 
billions of dollars, for such well-being as they had enjoyed. sor 
But there was one event of far-reaching effect. This was the high red 
money rates prevailing in the United States, in consequence of our mo 
speculative madness, and the inevitable attraction to this country of for- ove 
eign funds to which this gave rise. The concatenation of circumstances mo 
was peculiar. tol 
In the immediate post-war period the United States alone of the pe 


great nations was able to enjoy the luxury of redundant hoards of 
gold. Gold came to us in fabulous quantity. We had gained a billion 


The World-Wide Depression of 1930 175 
sion, of dollars in the war, owing to our peculiar strategic position, and 
hun- other billion and a quarter in the six years after the war had ended. 
ved While other countries were struggling to escape from the demoralizing 
Aus- sfuence of huge paper money circulations, this country was able to 
h or ndulge in a considerable monetary inflation after 1921, on a gold basis; 

ind there seems little reason to question that then, as always, this was 
rast ne of the dominating factors that made possible a period of such great, 
rev- though by no means unexampled, prosperity. It was certainly the 
-im- ¢rongest factor in the tremendous speculative boom, which in many 
‘rom rays was without example in previous history. 
not Even before the crisis this boom had attracted wide participation 
this ‘om other countries, leading to an inflow of gold, following a huge, 
lace, ind beneficent, exodus. Largely due to heavy importations by France, 
chief ‘his country had in 1927-28 sent abroad an enormous sum of gold, near 
1 be ‘) six hundred millions. But this had no disastrous effect because of 
and the great redundancy of our existing supply. This enormous loss of 
were sold was not, as in most previous periods of the country’s history, 
ions a menace but, on the contrary, an unquestioned gain, for it enabled 
yank Great Britain, France, Germany, and other countries to return to or 
ntly sistain their gold currencies, and thereby to expand their production and 
msumption. ‘The exodus was a mark not of weakness but of strength. 
uro- But when, in consequence of the lure of rising share prices and our ris- 
ited ng interest rates, we began again to draw gold heavily from other 
hem, ountries which could ill afford to lose it, there was the beginning of 
any isturbance. When finally interest rates rose here to extreme figures, 
nore this cut off foreign loans in this country and, on the other hand, 
nave forced almost all the central banks of the world likewise to raise their 
hall liscount rates to figures prohibitive to free borrowings by merchants. 
The result was a severe crimp in credit in almost every nation all around 
ear, the world; again, save one. And this came precisely at a time when 
re- i this country the usual effect of rising interest rates upon business 
hich nd bank credit had begun to be felt. 
ther At the same time, France was continuing her heavy imports of gold; 
s of ind this with the concurrent takings of the United States not only ab- 
sorhed all of the available new monetary gold but brought a severe 
righ reduction in the gold stocks of other countries. In the twenty-three 
our nonths from the beginning of 1929, while the United States absorbed 
for- ver four hundred millions, France gained nearly eight hundred millions 
nces more. There was a considerable gain for Belgium as well. This meant a 
‘otal absorption of gold of far over a billion of dollars. In the same 
the veriod sixteen other leading nations lost nearly six hundred millions. 
: of ‘light wonder that all these other gold standard countries had to resort 


lion ‘ohigh discount rates to protect what gold they had left. 
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As a result of this peculiar and untimely conjuncture the United 
States and France have not much below three-fifths of the world’s visibj. 
stock of monetary gold. This amazing gain by these two countries must 
have been one of the forces to give to the present depression its singular 
and unexampled universality; and likewise to accentuate the most ex. 
traordinary fall in commodity prices, aside from the direct aftermath 
of war, of which apparently we have any record. 

It is this fall in prices, that for some countries has been of almost 
catastrophic severity, which most distinctly marks off the present de. 
pression from its predecessors. ‘Twenty-two years ago, we had, in this 
country a particularly sharp industrial crisis, the last preceding the 
World War, amounting, on the indexes of basic production, to something 
like present proportions. But this depression was short lived and the 
fall in commodity prices was not heavy. It amounted to something 
like 5 to 7 per cent on our familiar indexes, while the present fall in 
prices in this country, measured by these same indexes, has been three 
times as great. In other nations even heavier. 

But there is reason for thinking that, as a mirror of prevailing con- 
ditions, even this estimate is inadequate. So far as I can discover we 
never had in this country, save in 1921 and in 1864-65, so violent a fall 
in basic commodities as now. I have taken a composite of twenty of the 
world’s leading basic commodities—the largest in point of total value 
of product—and compared their prices with the average prices of 1928 
and the first half of 1929. The average decline in these twenty basic 
commodities to November, the latest available date, had been 80 per 
cent. 

From the 1928-29 average, rubber had lost 63 per cent; copper, 40 
per cent; wheat, 37 per cent; cotton, 47 per cent; silk, 52 per cent; tin, 
46 per cent; and so on. Save as a post-war price collapse, as in 1921 
and 1864, and apparently much the same thing at the end of the Napo- 
leonic wars, it may be doubted if any such drastic fall in the value of the 
great basic products of the world has ever taken place in more than a cen- 
tury at least. As this fateful shrinkage in the value of these basic 
products, and manufactures from them, amounts now to tens of billions 
of dollars, and has correspondingly affected the purchasing power of 
most of the producing countries around the earth, possibly Sir Charles 
Addis is justified in describing this as “the most serious depression in 
over one hundred years.” 

It may be of interest to make one further observation. It is a popular 
belief that this almost universal decline was the result of wide-spread 
“overproduction.” Side by side with the decline of prices we have 
plotted the world production of these same commodities. It is true that 
in a number of lines there was a quite usual rate of increase in the total 
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product in the years of 1928 and 1929; true, also, that this had led 
+) some notable increases in stocks on hand. Familiar even to the man 
in the street are the examples of such commodities as rubber, copper, 
sugar, coffee, and the like. But in few instances was the rate of pro- 
juction in these two years greater than the rate of increase at other 
times within the last ten or fifteen years—years in which there had not 
been, save in 1921, any such violent declines in prices. 

Further than this it seemed not easy to discover any direct relation- 
ship between the rates of increase of the different basic commodities in 
1928-29 and their subsequent individual declines in price. Thus, for 
example, the world’s wheat production in 1929 and 1980 was little above 
the computed line of long-term growth of wheat production, and 
markedly below the unusally large and, in fact, record crop of 1928. 
Nor was the average increase of the last five years anything near to the 
rapid gain from 1919 to 1923. Yet there was not then, nor in 1928-29, 
any marked decline in the price of wheat. Yet in December the fall in 
the price of wheat from the average of 1928-29 has amounted to nearly 
40 per cent. And one may find similar instances. 

In other words, commodities in which there was no unusual rate of 
increase have fallen in price as much or even more than some commodi- 
ties in which the expansion seemed exaggerated. And what was true 
of wheat in 1928 and in the 1919-23 period has been steadily true of 
a great number of other commodities at varying times within the last 
decade, and likewise in former times; viz., either that an unusual or 
exaggerated rate of production has not resulted in any such violent de- 
clines in prices as within the last eighteén months, or, if marked declines 
took place, they did not seem deeply to affect other commodities nor the 
tenor of prosperity. 

When now we come to consider the broad aggregates of world pro- 
duction, this conclusion is more deeply enforced. For several years the 
League of Nations has compiled a carefully weighted index of world 
production of sixty-two important commodities. These are of great 
variety and represent a very broad sampling. In the five years, from 
1923 to 1928, the average rate of increase was 3.5 per cent per annum, 
compounded; that is, practically the same as we have found for the 
United States alone, when crops are included. But the computed gain 
from 1928 to 1929 was less than 8 per cent! 

Was this rate of increase excessive? It happens that a British com- 
pilation of twenty great basic commodities carries back to 1920, and this 
shows the same average rate of increase as the League of Nations’ com- 
putation, whether we take the increase from 1920 or from 1923. It fol- 
lows, therefore, that if there was overproduction in 1929, this was like- 
wise true of previous years, when no disastrous price decline occurred. 
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As this is written we have just completed an index of world produc. 


tion of basic commodities running back forty years, to 1890; and this 
may later be extended. This covers some thirty of the world’s chic 
products. The results are, to my own mind at least, astonishing. 
The rates of increase shown from 1920, or from 1928, are, of course, 


substantially identical with the two computations given above. It re 
veals further that the average rate of increase from 1925 to 1929, incly. 


sive, was under 3 per cent per annum, or less than the average from ‘oa 
e € 

1920 to 1925, and still less than from the average of 1919-21 to 1995 : 
~ accu) 
(which was about 5 per cent). e 
exple 


If then there was “overproduction” in 1929 or 1928 or 1927, why did 
not the more rapid growth up to 1925 bring on a world crisis in 1996 
or 1927 or 1928? Why at the end of 1929? The world’s warehouse 


and granaries would not store perhaps even five months of the colossal i 
total of the world’s basic products. There can never be, anywhere, any - 
huge, or fateful, world-wide accumulation or piling up of goods. fas 

Furthermore, the average rate of growth through the quarter of a a 
century before the War was close to 8 per cent, with relatively little ah 
variation save in 1893-94. Where is the wondrous post-war growth of ae 
technology and invention, which was “beyond all precedent,” if less ad 
than a 8 per cent gain in the last five years spells the most severe world- ow 
crisis we ever knew? = 

It is such considerations which cast doubt upon the validity of the me 
popular belief in the effects of overproduction. It would seem that two nn 
things are often lost sight of; first, that the evidence of overproduction “e 
and of the accumulation of large stocks of commodities and goods al- 
most invariably appears after the economic crisis, and not before. And 1, 
I am not one who believes that the lack of this evidence is due to the os 
paucity of trustworthy data in this regard. ha 

Secondly, it seems entirely forgotten that constantly, alike in times of Tl 
prosperity and periods of indifferent financial health, there is always " 
in every line a certain tendency to overproduction. That is to say, " 
producers in every industry are always intent to put forth the utmost - 
quantity that can be sold; and as a result we find, especially for the great ty 
basic commodities, wide oscillations in individual prices, at varying times. | 

What really demands explanation is the phenomenon of the general ‘ 
debacle, when these drastic declines come all together, in a sort of ill- 41 
omened unison. It is not what causes the individual catastrophes, but r 


the composite or, as our Continental friends phrase it, the konjunktur. 

And it may be added that here an adequate explanation, if such be 

forthcoming, will explain precisely this antecedent “overproduction,” 

such as there always is, as well as the subsequent underconsumption. 
1 This new index will be described in another paper, with the index numbers. 
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THE PRESENT WORLD DEPRESSION: 
A TENTATIVE DIAGNOSIS 


By Joser SCHUMPETER 
University of Bonn 


Like every other individual phenomenon, a given depression can only 
be explained by many factors, the number of which depends on the 
curacy desired and, therefore, is indefinitely large. In this sense any 


«xplanation pointing to one factor only can have no other meaning than 


‘hat a given situation is so very much dominated by that factor that we 


may neglect the others in a first approximation. 


Yet there is another sense in which it is permissible to look for the 
cause of depressions in general. The meaning of this becomes obvious 
{we ask: Assuming a perfect absence of disturbing influences acting 
from without on the economic system, is there, or is there not, reason to 
spect that there would still be industrial fluctuations or alternating 
periods of prosperity and depression? “Influences acting from without” 
must be interpreted to mean not only occurrences such as earthquakes 
and wars, but also chance occurrences not subject to economic volition, 
ach as gold discoveries or harvests (so far as these are due to accident) 
ind even such things as changes in tariff policy or banking legislation. 
Although it is that question which constitutes the basic scientific problem, 
“the other circumstances” may have much more importance in accounting 
for what actually happens in any given individual case. 

Hence the first thing we have to ask is whether the present world 
lepression can be so accounted for; i.e., whether it can be attributed to 
a number of unfortunate events which interrupted what otherwise would 
have been continued prosperity or at least an even flow of economic life. 
The answer is in the negative. Changes in method of production in the 
widest sense of the word, such as have occurred in the period following 
ipon the post-war crisis, necessarily create disturbances in the economic 
organism sufficient to produce a period of adaptation or recession. Dis- 
turbances of this kind differ among each other not only in intensity but 
also according to the time which must elapse before the new things 
created take their full effect; i.e., in most cases, before the products of 
the new plans reach the consumer’s market. Theoretically we should, 
therefore, expect an indefinite number of waves to be concurrently in 
notion and to produce different business situations by their interference 
with each other. So far the existence of three kinds of waves (the “long 
waves,” then what may be termed the Juglar cycle, and finally the forty- 
month eyele) seem to be established with greater or less certainty. It 
s probable that 1980 has at least in its second half fallen into the trough 
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of such a forty-month cycle, and certain that the whole of the yea; 
forms part of the down-grade phase of a Juglar cycle as well as of , 
“long wave.” 
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The depression which would have been due anyhow, but which might capite 


have been brought home to the nations concerned by no more serioy; Th 
symptoms than decreasing rates of increase, has been and still is under a hiavi0 
the influence of outside factors, some of which have helped to bring it facto 
about while others merely intensified it or made adaptation and recovery aM vag 
more difficult. The industrial depression has undoubtedly been intensi- ment 
fied, and in its severity is partly due to the agrarian crisis which we MM the ! 
observe in nearly all countries. This phenomenon is complex and of dif- Hm figut 
ferent character with different nations, One element in it, especially in not I 
the United States, cannot be separated from the industrial depression, HM the f 
because it is really part of it; namely, important changes in methods of ting 
agrarian production which have been one of the outstanding features T 
of the last decade. It would not be easy to find so good an example of follo 
the manner in which productive innovation bears hard on those who are eme! 
unable to adopt it. But for various reasons there would be an agrarian imp 
depression quite independent in its nature of the industrial depres- are 
sion. This agrarian depression would, furthermore, have been inten- seve 
sified in any case by the fact that in some countries, especially in tot 


Germany, protective tariffs have created an uneconomically large ex- inte 
tension of the area under cultivation. As far as the agrarian crisis is 
an independent phenomenon, it must be listed as an “outside factor” 
which makes things worse than they otherwise would be. 

It is easy to exaggerate the influence of monetary policy in contribu- 
ting to the present situation. Yet it is obvious that if a monetary sys- 
tem exactly equal in all particulars to the pre-war system were re 
introduced, prices would have to come down to a level lower than that 
of 1913. Although we are not confronted with this case, yet we have 
an approximation to it, and it is impossible to treat the consequences 
as negligible. Especially in England, depression is undoubtedly partly 
due to the policy which culminated in the gold standard act, which for 
various reasons has taken some time to evolve its full effects. 

Related to this are the effects of reparation and inter-allied payments. 
They are a contributory cause of the deflation policy of the countries 
concerned, and they create a stream of exports which would not otherwise 
exist. The effect of reparation payments is in this respect equivalent 
to a rebate offered by Germany on her goods. In absolute quantity 
this effect may not be very important, but even a small additional supply 
disorganizes markets already weak. 

Similarly the flight of capital from some countries, acting in the same 
way, makes for more intensive depression. This flight, which we observe 
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especially in Germany and to a lesser degree in England, is mainly a 
fight from oppressive taxation and may, therefore, be made to enter 
under the heading of changes in political structure uncongenial to 
npitalist activity, or of political disturbances generally. 

The depression has not been brought about by the rate of wages, but 
javing been brought about by other factors, is much intensified by this 
‘ctor. The causes are different in different countries but everywhere 
wages are higher than is compatible with full employment. This state- 
nent does not mean that unemployment in its present extent is due to 
the rate of wages. But part of it is, as shown by the unusually high 
fgures during the preceding prosperity. Moreover our statement does 
not mean that the rate of wages is too high in any other sense or that 
the policy of high wages is a mistaken one. For there may be compensa- 
ting advantages to it. 

The fall in short-time money rates has for various reasons not been 
followed by a sufficient fall in long-time rates, which fact must delay the 
emergence of those activities which usually precede general revival. The 
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Tian importance of this element must not, however, be exaggerated. There 
pres- are wide strata of industry in all countries which in a depression as 
iten- severe as the present one would not borrow even if credit were offered 
y in tothem for nothing. It is easier to dampen prosperity by a high rate of 


interest than to alleviate depression by a low one. 

Both level and system of prices have lost some of the elasticity they 
used to have. All commodities under strict control account for a special 
class of difficulties both when they fail to adapt themselves and when the 
control breaks down, as has happened with some of the most important 
of them. ‘These breakdowns while in some cases due to the depression 
itself, have in others been independent of it so as to act as additional 
factors of the situation. 

It is believed that these elements of the situation account for 90 per 
cent of the values of the measureable symptoms. But there are many 
factors of minor or local importance, which are sometimes unduly stressed 
and the stressing of which sometimes spells definite economic error, but 
which it would be wrong to overlook entirely. So breakdowns of stock 
exchange speculation may intensify a depression or even be the immediate 
cause of the location of a turning point, although it would be quite wrong 
to look upon them as a cause. So may the system of installment pay- 
ments, encouraging as it does the spending of expected income, add to 
difficulties if a change has occurred. And probably the best authorities 
in the field would agree that present-day tariff policies, while they may 
soften in special cases the effects of existing depression, have the tendency 
to develop strains and untenable positions, and that in this sense they 
may be counted among the contributory factors of the situation. 
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Without entering into the problems of remedial policy it may be state4 TI 
that there is no difficulty in devising on the basis of this diagnosis decd 
both for the situation in general and for any particular feature of it 
In cases like the one before us economics is not inferior to, SAY, Medicine - 
either in diagnosis or in remedial advice. The difference and the dit. 
culty lies in th t our patients will not take what we might bk we 
able to prescril ga 
suci 
contr 
depr 
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THE BUSINESS DEPRESSION OF NINETEEN HUNDRED 
THIRTY—DISCUSSION 


Anruur B, Apams.—TI agree with Professor Schumpeter that changes in 
‘ye methods of production (principally the technological changes in produc- 
tion) since 1922 have brought about sufficient disturbances in the economic 
yrganism to produce a business recession. I agree also that other factors 
such as the agricultural depression and the inflation of credit) have been 
entributing causes in working with the main cause to produce the present 
jepression; and I can conceive that still other factors (such as the stock 
market break), while not causes in the primary sense, have operated greatly 
1) intensify and magnify the 1930 depression. However, I do not agree 
entirely with him as to just why and how the primary cause (changes in 
the methods of production) brought about a depression; and in part only do 
| agree with him as to which were the most important contributing causes. 

According to my view, the present depression, resulting in the production 
of an excess supply of consumers’ goods at prevailing prices, was due pri- 
marily to a relative shortage of consumers’ purchasing power. The funda- 
nental reason for the surplus of goods was that the value of consumers’ 
soods offered on the market increased faster than did consumers’ money in- 
me. he changes in the methods of production during the period 1922-29 
brought about disturbances in the distribution of the national money income, 
as well as in the volume of physical production, which were sufficient to re- 
lyee the power of consumers’ current money income to purchase, at prevail- 
ng prices, the increasing supply of consumers’ goods placed on the market. 

During this period there was a great increase in the physical volume of 
production of goods of all kinds; and, at the same time, there was a con- 
siderable decrease in the “factory” cost of production per unit, due princi- 
pally to the displacement of labor by machinery and to greater mass produc- 
tion. While there was a slight increase in wage rates, the number of wage 
earners employed decreased, and the amount of money paid out as wages did 
not keep pace with the increase in the value of products produced. With 
few notable exceptions the prices of the products produced by industrial 
enterprises did not decrease in proportion to the decrease in the factory cost 
f production per unit. This improper adjustment, and the increase in the 
volume of output, gave much greater profits to business enterprises as a 
whole, which was the basis for the stock market boom. Lower unit labor 
cost means that less money was paid to wage earners in proportion to the 
value of the products produced than was formerly paid to them. Therefore, 
relative to the annual value of the net product of industry, a larger per- 
entage of the returns was paid to capital and a smaller percentage to labor. 
\s the process continued, the property-owning class was able to command 
with its current money income a progressively larger percentage of the net 
product of industry; and the wage-earning class a regressively smaller per- 
entage of the product of industry. 

The gain in the relative position of the property-owning class and the loss 
of the wage-earning class did not adversely affect the equation of the de- 
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mand for and supply of goods in general for several years. The increay 
the demand for goods in general kept pace with the increase in the suppl 
of goods which were placed on the market. During the expansion perio; 
because the larger part of the increase in the income of the property-ownj, 
class was used to purchase capital goods rather than consumers’ goods, thy 
increase in demand for producers’ goods, unquestionably, was greater tha, 
the increase in demand for consumers’ goods. Still there was no lagging iq 
the demand for the consumers’ goods which were offered on the market, 

In spite of the relative decrease in the purchasing power of laborers and 
farmers, the demand for the consumers’ goods offered on the market (at pre- 
vailing prices) until 1929 was sustained by the following forces: (1) becauy 
of the time element in production, the increase in the flow of consumer; 
goods to the market was much less rapid than the increase in general pro- 
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duction; (2) consumers’ current purchasing power during the period wa 1 
considerably augmented by the great growth of installment buying; (3) MMM char 
our large favorable balance of trade, financed largely through the purchas fmm pur: 


1 


of foreign securities, created a foreign demand for American consumer; fe 02( 


goods, which goods were temporarily paid for in part by the savings of th 
Americans who purchased the foreign securities; (4) the rise in the prices 
of corporate securities, and the stock market boom, financed partly through 
increased bank credit, gave a big speculative income to a large group of 
people who spent part of this inflated income in the purchase of luxury-cor- 
sumption goods; and (5) during the year 1929 business enterprises withheld 
part of their finished consumers’ goods from the market by accumulating large 
stocks of goods. By the fall of 1929 all of these artificial supports of the 
market for consumers’ goods were removed, except the accumulation of addi- 
tional stocks of goods by business enterprises. 

If, during the period 1922-29, the prices of fabricated products had been 
reduced at a slightly greater rate than the rate of decrease in the unit cost 
of production, the total value of consumers’ goods offered on the market 
would not have increased at a more rapid rate than the flow of consumers 
current money income. Under these conditions it would not have been neces 
sary to increase the money wages of laborers. Also, if such a price policy had 
been followed, agriculture would not have been placed in as disadvantageous 
a position as it was. Under those circumstances we would not have had the 
high profits which were the basis of the stock market boom, the inflation of 
bank credit and other movements which brought on the depression. But the 
artificial supports for the market were found and the prices of fabricated 
goods were maintained at a relatively stable level. 

During the period of expansion of output, a large part of the increased 
profits from production were invested in new business enterprises and in the 
enlargement of old ones. Also considerable additional investment funds 
which went into expansion were drawn from the increases in bank credit. 
For a considerable time this increased demand for construction goods ani 
producers’ goods of all kinds sustained the market for the growing output 
of factories and shops. It was during this period that some notable econo- 
mists were explaining to the world that we had reached a higher permanent 
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ievel of prices, profits, and output in this country. Eventually our increased 
output began to ripen into an ever-increasing flow of finished consumers’ 
gods and services. It then became necessary to slow down our pace of 
expansion of construction of all kinds. The markets for both producers’ 
and consumers’ goods became heavy, and business enterprises began to cut 
jown their operations, Unemployment increased, this time not because of 
»chnological improvements, but because of the reduction in operations. Early 
in 1929 it became evident that profits of American business corporations 
ould not continue to increase. It later became evident that the profits of 
these enterprises would not justify the inflated prices of their securities on 
the stock exchange. The Federal Reserve Board began to oppose further 
vse of bank credit to support the inflated prices of securities. The stock 
market tumbled, and business started on its long slide downward. 

The use of bank credit intensified and accelerated the recent economic 
changes, as Mr. Snyder points out. Bank credit furnished part of the 
purchasing power for the goods produced. The earlier increase in bank credit 
nade possible the large purchase of foreign securities, and thus helped to 
wstain our huge favorable balance of trade. The expansion of bank credit 
furnished a part of the purchasing power for the inflation of securities on 
the stock market, and thus supplied part of the income used for purchasing 
consumers’ goods. The interest rates rose as a result of the expansion of 
credit, and large quantities of foreign gold were attracted to this country 
because of the high rates. Mr. Snyder makes the point that the export of 
sold by foreign countries adversely affected their internal trade conditions. 
The end of the expansion of bank credit brought about a decrease in the de- 
mand for goods. In this sense the inflation of credit was one of the principal 
causes of our present serious difficulties. However, bank credit would not 
have been inflated to such a degree as it was if borrowers had not borrowed 
the money in order to take advantage of what they thought were opportuni- 
ties for large profits. Prospective profits were the fundamental cause of the 
redit inflation. However, a public control over the expansion of credit would 
nfuence the profit-seeking activities of individuals, and thus would hold down 
the overproduction of goods in the cyclical sense. 

Mr. Snyder calls attention to the fact that the inflation of the stock market 
decreased America’s ability to purchase foreign securities. Certainly the 
leflation of this market further decreased our ability to do so. The decrease 
inthe purchase of foreign securities brought about a corresponding decrease 
in the foreign demand for American goods. The fall in our export trade 
further glutted our domestic market with goods. The decrease in employment 
and in profits put a definite curb upon further increase in installment buy- 
ng, thus causing additional goods to pile up in the market. All of this 
came about at the time the recent industrial progress was ripening into a 
much larger flow of consumers’ goods into the market. Consequently, large 
stocks of finished goods piled up in the hands of producers and dealers. In 
spite of the efforts of business enterprises to hold prices up by reduced out- 
put, the long and large decline in the general price level has resulted. 

The long-standing agricultural depression is, as Professor Schumpeter 
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states, related to the present business depression. The small purchasing 
power of the farming population (due to relatively low prices of agriculturs} 


products) since 1920 has adversely affected the demand for consumers’ goods good 
in the United States. In spite of this fact, however, the low prices of agri- than 
cultural products were one of the forces upon which our great industria] T 
expansion (1922-29) fed. The relatively low prices of agricultural products from 
gave manufacturers cheaper raw materials and relieved them of stronger the } 
pressure for increases in wages of workers. Partly as a result of the relative by I 
decrease in the agricultural population, the demand for the increased output the | 
of finished manufactured goods was sustained by urban consumers with the the | 
aid of installment buying, favorable balance of trade, and speculative money ( 


incomes. Since the removal of the artificial supports of the market for 
manufactured goods, it is evident now that business would be less depressed 
if the farmers had more purchasing power. 

I attach little importance to the reparations and inter-allied debt pay- 


ments as a cause of our present depression in the United States. We, in this then 
country, developed the forces which produced the depression at a time when beet 
the reparations and the inter-allied debt problems were as acute as they are sug 
today. I believe that the present world-wide depression was produced in and 
the United States, and in so far as business has continued to become more was 
depressed in the European nations, these nations have been adversely affected pat 
by what has developed in this country. $001 

I agree with Professor Schumpeter that both the level and system of 
prices have lost some of the elasticity they used to have, and that this change eat 
has contributed to our present difficulties. The large business enterprises par- tim 
ticularly in the fields of mining, manufacturing, and trade, through monopo- the 
lies, cartels, and trade associations have been able in great measure to hold ver 
the prices of their products at stable points in the face of an increasing ren 
output. The farmers, on the other hand, partly because of the lack of joint but 
ability to contro] output and the marketing of their products, have little to 
power to hold up the prices of their products. Producers’ control of the C01 
prices of one class of products and the lack of control by producers of an- ab) 
other class of products have thrown the price system out of adjustment and to 
have caused an unbalanced development of industry. This development has for 
brought about a temporary breakdown in the producers’ control of the prices Se 
of manufactured goods. C0 

Professor Schumpeter does not contend that the high rate of wages cor- m: 
tributed to the bringing about of the depression, but he does believe that ne 
the present high rate of wages retards the readjustments necessary for re- th 
covery. I believe that if the total amount of money paid out as wages from m 
1922 to 1929 had increased in proportion to the increase in value of the th 
goods produced during that period, we would have had today only a very h 
mild business depression, or none at all, instead of the very severe one we P 
now have. If such had been the case, profits during the expansion period ; 


would have been less, production would not have increased as rapidly as it 
did, the stock market boom (based on higher profits and fed on bank credit) 
would not have occurred, and we would not have had much credit inflation. 
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Installment buying would not have been as great; neither would the balance 
of foreign trade have been as large; but the home demand for consumers’ 
goods would have been supported by actual money income received rather 
than by artificial means. 

Time will not permit me to discuss the difficulties in the way of recovery 
from the present depression. However, I must say that I do not agree that 
the present widespread unemployment situation would be relieved materially 
by lowering wages. The larger part of the present unemployment is due to 
the closing down of industry which in turn is due to the excess of goods in 
the markets. 

Carter Goopricn.—I am by no means competent to discuss the entire 
range of questions opened up by these very important papers. I shal] there- 
fore confine myself to certain aspects of the pesition of labor in the depression, 
ind I should like to take as my text Professor Schumpeter’s closing metaphor 
of the economist ready with his remedies and the patient refusing to take 
them. Part of the economist’s prescription for unemployment has commonly 
been the lowering of wage rates. I note, however, that Professor Schumpeter 
suggests this in the present situation only with the most careful qualifications ; 
and it may therefore be worthy of further examination. If we think of lower 
wage rates as the prescription, three questions seem to be in order. Has the 
patient taken it? If not, why not? And if he did, would he get well any 
sooner ? 

On the first point, the answer, as Professor Schumpeter has already indi- 
sated, seems clearly to be no. Labor, as always, is suffering, through short 
time and unemployment, more than its proportional share of the hardship of 
the depression. The total income received by the working classes has declined 
very sharply. But this is by no means true of the rates of pay of those who 
remain at work. Rates of money wages, to be sure, have in many cases fallen; 
but rates of real wages seem in general either to have held their own or even 
to have moved upward. It is of course too early to collect anything like 
complete or conclusive proof of this, but what straws of evidence are avail- 
able from representative countries sharply affected by the depression seem 
to point in that direction. The British economists Bellerby and Isles estimate 
for the United Kingdom a “rise of about 5 per cent in real wages” between 
September, 1929, and June, 19830—made up from a drop of 6 per cent in the 
cost of living and a much slighter decline in rates of money wages.* In Ger- 
many, the metal-workers of Berlin, after a significant test case, are to take 
next month a cut of 8 per cent, which is somewhat less than the decline in 
the cost of food to the present time, but only on condition that the govern- 
ment make strenuous efforts to bring about a further cut in living costs.? For 
the other end of the world, Professor Condliffe points out that New Zealand 
has ‘so far resisted the temptation” to reduce its award rates of wages in the 
present emergency. In Australia award rates have fallen with the cost of 

‘J. R. Bellerby and K. S. Isles, “Wages Policy and the Gold Standard in Great 


Britain,” International Labour Review, August, 1930, ftn. p. 138. 
The Economist, November 15, 1980, p. 908; Monthly Labor Review, August 1930, 


p. 267, 


‘J. B. Condliffe, “The Effect of Falling Prices upon Labour Conditions in New 
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living in the avtomatic quarterly adjustments provided for by the Commop. 
wealth Court of Arbitration, but even the peculiarly serious crisis there, ty 
which Dr. Snyder has alluded, has not yet brought about any other substantia) 
changes in the terms of the labor contract. For our own country the evidence 
is again scanty, but seems to point to a somewhat remarkable maintenance o 
rates of money wages. Union wage rates down to May of this year eye, 
showed a slight increase and stood at the highest point in our history, Ay. 
erage weekly earnings of factory employees, as collected by the National Ip. 
dustrial Conference Board, fell some 12 per cent from September, 1929, t, 
September, 1930; but this drop was accompanied by a decline of 13 per cent 
in the average hours worked and seems therefore to indicate not a fall in rates 
but the prevalence of short time. The other scattered series, of rates for 
common labor employed by the Steel Corporation, and on road-building jn 
various parts of the country, and of hourly earnings on the railroads, shoy 
either negligible changes or no change at all.5 Nevertheless there have been 
a number of wage cuts, open and concealed; indeed, manufacturers reported 
to the Bureau of Labor Statistics over seven hundred cases for the first ten 
months of the year.° But surely the surprising thing, by contrast with other 
depressions, has been their relative infrequency. William Green points out 
that the cuts just referred to were made by only 5 per cent of the total nun- 
ber of manufacturers reporting, whereas in the first ten months of 1921, no 
less than 82 per cent of those reporting reduced rates of money wages.’ Yet 
authorities agree that rates of real wages rose rather than fell during 1921! 
If even in that year, when the country rang with the shouts of “liquidating 
labor,” rates of money wages were not beaten down as fast as the cost of 
living, it seems highly probable that the year 1930, when propaganda from 
the President down has run in such a different direction, will also show an in- 
crease rather than a decrease in the rates of real wages. So far, at least, the 
patient does not seem to have swallowed the prescribed medicine. 

If not, why not? Are there any factors in the situation other than the oft- 
noted lag of wage changes behind other price movements? One answer is 
suggested by testimony from each of the foreign countries mentioned above. 
An Australian economist who advocates the reduction of real wage raies re- 
fers to the “political obstacles” in the way.® A labor government is in power, 
and it will not and cannot turn to this expedient while any other seems pos 
sible. The British writers already quoted declare that a proposal for the 
reduction of wage rates is “little more than academic; the difficulties con- 


9910 


fronting its adoption are of such magnitude. They mean of course a strong 


Zealand,” to be published in the International Labour Review. Note also that these 
award rates had slightly risen in the face of the falling prices of recent years. 

*Bureau of Labor Statistics, Monthly Labor Review, November, 1930, p. 176. 

®* Department of Commerce, Survey of Current Business, November, 1930, p. 8; 
August, 1930, p. 109. 

* Monthly Labor Review, passim, 

TInterview in New York Evening Post. 

*P. H. Douglas, Real Wages in the United States, p. 392; W. C. Mitchell, in Recer 
Economic Changes, 885. 

*D. B. Copland, “The Australian Problem,” Economie Journal, December, 193°, 
p. 647. 

* Bellerby and Isles, op. cit., p. 152. 
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nion movement and a labor government. Professor Condliffe finds in New 
Jealand’s “remarkable freedom from strikes . . . good reasons for hesitation 
m. . - reducing the wage levels that are responsible for such a happy 
vate! And from Germany, the Economist’s correspondent gives warning 
of the danger of an opposite policy. “If,” he says, “the Government can 
point to a heavy decline in the [cost of living] index, their wage policy may 
yossibly succeed, otherwise it will only increase the social tension and proba- 
ply end in failure.”** The common element is the fear of organized labor. 
The two labor governments referred to, the power of the Social Democrats 
in the Reichstag, the threatening example of the Russian revolution, are all 
indications that the labor movement is far more formidable than before the 
war. his, then, is a somewhat new factor which those who set wages can 
jisregard only at their peril. 

But what of the United States? Here organized labor offers no such im- 
ninent threat. Though union membership is well above pre-war figures, the 
unions were badly beaten in 1921 and—what is more significant—have failed 
io grow substantially since. Certainly they have been quiet enough in 1930, 
though not losing members as rapidly as in other depression years.** Why, 
then, have American employers also seemed more anxious than usual to hold 
up wage rates? Partly, no doubt, because of uneasy recollections of union 
strength during the war. Partly, perhaps, because of a realization that a 
new organizing campaign would find the workers less divided by language 
and origins than before, and as the reflection of labor’s gain by restricted 
mmigration. Very largely, it appears, because of the discovery of personnel 
management that the good will of employees was worth buying at wages above 
the short-run competitive level. And possibly also because of the much- 
alvertised belief that in paying high wages employers were at the same time 
providing themselves with good customers.’* Motives like these have led to 
the fairly widespread adoption of deliberate high-wage policies that seem 
tohave been one of the determining factors in holding up American wage 
rates not only in the boom years, as Professor Copeland argued yesterday,” 
but also during the current depression. 

The head of the German Federation of Trade Unions told the Interna- 
tional Trade Union Congress last summer that “the fight against the working 
lass [was] apparently being slowed down more and more.” ‘““The pressure 
against wages,” he said, “is often being diminished.”** An extraordinary 
statement for a labor leader to make in the midst of a world-wide depression, 
vetone for which confirmation can be found both sides of the water! In other 


Condliffe, op. cit. 

° The Economist, Nov. 15, 1930, p. 909. 

*The Report of the Executive Council to the American Federation of Labor Con- 
ention in October reported an increase in membership of some 27,000 over 1929, but 
‘pparently this does not give full weight to the crumbling of the United Mine Workers 
a the bituminous field. 
_ “Note the statement of this influence by J. Jewkes, “The Efficiency of American 
Mar ufacturing Industry,” Economie Journal, December, 1930, pp. 591-2, 594. 

“In the round table on Economic Theory. 

—— Labour Office, Industrial and Labour Information, July 21, 1930, 
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countries, the power of the labor movement, and in our own, the new wariney 


be prict 
of so-called “weliare capitalism,” seem to be holding back the wage cuts to 


hese 1 


expected on the basis of our ordinary theories. But if these are forces thyilmm cons! 
must be taken account of by business men and statesmen engaged in the prac-fmpecount 
tical job of wage determination, it may well be urged that economists also fmence of 
should give them a somewhat greater place in their theoretical formulations Iams 


Our patient, then, will not take—at least not docilely—the Prescription 
of sharply lowered wage rates. But are we certain we want him to? Even 
if the dose could be forcibly administered, are we sure that it would cop. 
tribute to his and our recovery? ‘he affirmative answer is very familiar, Le 
me, nevertheless, suggest certain doubts. Wage cutting would begin as 4 
further reduction of pay rolls and therefore of the purchasing power in tk 
hands of the workers. ‘The hope of course would be that the resulting re. 
duction in costs would permit a more than proportionate increase in ep. 
ployment and therefore in total working class income. But in the very shor, 
run, which is vital to the argument, this result is by no means certain, |j 
Professor Schumpeter is right in doubting the quick effectiveness of changes 
in long-time interest rates, and if there is force in his contention that many 
businesses in so severe a depression “would not borrow even if credit were 
offered them for nothing,” it seems to me that the same argument would ap- 
ply a fortiori to wage cuts. Certainly there are many employers who would 
not now hire additional labor if it were offered for next to nothing. Probably 
the proportion of idle workers who would now accept employment on bargain 
terms is higher than the proportion of idle funds. The key point in the jam 
may quite as well be the lag of retail prices behind wholesale as the lag of 
wages, and the reluctance of sellers to sacrifice the “good will” in expected 
prices of branded and other commodities may be more significant than the 
similar reluctance of workers to labor for less than “fair” wages. If we 
accept the argument that health can be restored only by falling prices all 
along the line, prices of labor should of course go down. But I see no reason 
for driving them down faster than the others. On the contrary, if they are 
harder than others to move, there may be real social gain in the additional 
stimulus to reduce costs by improving technique instead. This pressure may 
be quite as salutary in depression as in prosperity; and when a distinguished 
British economist argues that his country must either reduce wages or im- 
prove industrial methods,"’ it may well be suggested that the latter alternative 
is more likely to be taken if the former is not made too easy. All this on the 
assumption that the fall in prices must be more general to permit recovery. 
But if on the other hand, as some authorities hold, there is an advantage in 
attempting to stabilize prizes rather than to permit extreme fluctuations, 
such stabilization should certainly apply also to the price of labor. Indeed, 
if our Chairman is right in arguing that recovery from the last major depres- 
sion was hastened by the “broad consumers’ market” made possible in 1922 
by the “‘stickiness” of wage rates in 1921,’* here also the case for protecting 

% A. Loveday, “Britain and World Trade,” The Economist Monthly Supplement, 
Oct. 25, 1930, pp. 27-30 

’ W. C. Mitchell, Recent Economic Changes, II, 885. And note restatement of the 
argument in Jewkes, op. cit., 591-2. 
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ye price of labor seems even stronger than for the prices of the other factors. 
hese 1 put forward as doubts rather than as certainties; but I do argue that, 
, onsidering questions of wage determination, economists must take serious 
sount of such things as the strength of labor movement and the influ- 
nce of high-wage doctrines ; and it is quite possible that they will often find 


sson for applauding as well as for recognizing the effects of these newer 


orces. 
Joseph DemmMery.—Economic conditions in the Pacific Northwest, in- 


nding the states of Oregon, Washington, and Idaho, are determined by the 
4ivity in lumbering, general manufacturing, agriculture, shipping, fishing, 
sining, and tourist expenditures. 

The value of lumber and lumber products constitutes approximately 25 
er cent of the total value of goods produced in this region; general manufac- 
sing, in which we find flour milling, meat packing, and fruit and vegetable 
snning, items of very considerable importance, accounts for between 30 per 
ent and 85 per cent; agriculture from 28 per cent to 30 per cent; and mining 

d fishing 8 per cent each. Income from shipping and from tourist expendi- 
ures is equal to about 8 per cent of the total value of goods produced in each 
nsiance. 

Whereas the production of lumber in the United States has shown a 
jownward trend for the past two or three decades, except from 1921 to 1925, 
the lumber industry in the Pacific Northwest has increased at a rapid rate, 
ue to the accessibility of extensive virgin forests. Approximately one-half 
‘the original stand of timber has been cut. Colonel W. B. Greeley, Sec- 
rtary-Manager of the West Coast Lumbermen’s Association, estimates that 
the reserve of timber in this area is sufficient to sustain the present rate of 
we for probably forty years. 

The total lumber produced in Washington and Oregon reached twelve bil- 
lon feet in 1926, and remained fairly constant for the following three years, 
through 1929. During the first nine months of 1930, compared with the 
same period of 1929, production of Douglas Fir (which constitutes 68 per 
cent of the lumber produced in these states) declined 23 per cent.’ For the 
last quarter of the year loss of production will be at a more rapid rate than 
for the first three-quarters, so that for the entire year 1930, production of 
Douglas Fir will show a loss of 30 per cent of the production in 1929. Pro- 
duction of pine declined 12 per cent during the first nine months of 1930 in 
comparison with the same period.? 

When production of lumber was at its height there was 25 per cent ex- 
cess capacity of lumber mills. For the past few months the industry has 
operated at less than 50 per cent of capacity. One of the reasons for this 
excess capacity is the general property tax that has been applied to timber 


‘Estimate of the West Coast Lumbermen’s Association from data received from 
318 mills out of a total of 404, which produce 94 per cent of all the lumber produced 
athe Douglas Fir region of Washington and Oregon. 

' ‘Estimate of the Western Pine Manufacturers’ Association from data received 
‘rom 65 identical mills, representing 90 per cent of the production in eastern Washing- 


‘on, Idaho, western Montana, and eastern Oregon, exclusive of the Klamath Falls 
region. 


| 
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lands, thus unduly stimulating the cutting of timber. A certain amonn; q 
relief in the state of Washington may now be expected since the People 9 
that state have recently voted for a classified property amendment to thei 
constitution. Another contributing factor has been the excessive competitig 
brought about by the building in recent years of several mammoth lumbe 
mills.* Large investments in mills and timber lands force operations in ord, 
to meet interest and bond maturities. Consequently maladjustment has ex 
isted in the lumber industry for many years. These difficulties are natura]] 
intensified during the current world-wide depression. ‘ 

On account of excessive production, prices for lumber were low; some , 
the mills were forced into bankruptcy and an agitation was started to merve 
several of the large corporations, This merger, however, was not completej 
Curtailment of residential construction, beginning in 1926, has intensified the 
difficulties. Prices of lumber started to decline from this low level in May 
1929, and fell steadily to October, 1930, a total drop during that period 0 
30 per cent. Prices were firm in October, due, it is thought, to a public post 
ing of prices by 125 of the mills, with an understanding that a mill agreed 
to hold to the prices posted by it and at all times to publish price changes, 

Inventories of lumber at 115 mills were about 10 per cent greater on No- 
vember 1, 1930, than they were on about the same date of 1929, although 
they had been reduced steadily since May, 1930. 

Between 80 per cent and 90 per cent of the lumber produced in the Pacific 
Northwest is sold in the United States and between 10 per cent and 20 per 
cent is exported. The important domestic markets are California and the At- 
lantic coast, and the chief foreign markets are Japan and Australasia. In- 
provement in the lumber business awaits stimulus to the building of homes, 
the expansion of industry, or the revival of foreign demand. In the mean- 
time, there has recently been organized the Nationa] Timber Conservation 
Board which will endeavor to stabilize the lumber industry. 

There are several forms of manufacturing activity closely allied to the 
lumbering industry, for example, the manufacture of furniture, veneer, in- 
sulating board, and pulp and paper. The furniture industry has suffered 
from the same difficulties as the lumber industry. Rapid expansion in the 
demand for furniture during the past decade, due to the tremendous increase 
in residential building, resulted in the expansion of producing capacity well 
in excess of consumers’ demands. Prices consequently dropped and profits 
disappeared. This condition led to the recent merger of eleven manufacturing 
furniture companies in the cities of the Pacific Northwest and California. 

The other allied industries, however, have shown substantial improvement 
in recent years. The exports of veneer and plywood have increased nearly 
50 per cent since 1925. Insulating board is now made from Douglas Fir 
chips, which heretofore found their way into the slab burners of the sav 
mills, and other material formerly wasted. 

The pulp and paper industry has had rapid growth. It is estimated that 

*On Nov. 7, 1980, 127 mills out of the total of 404 producing mills were cutting 


81 per cent of the lumber produced in the Douglas Fir region of Washington an¢ 
Oregon. 
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he annual value of paper produced in Washington and Oregon is now about 
5,000,000 per year. Considerable further growth, due to accessibility of 
yeap raw materials and increased demand for paper products, is decidedly 
probable. 

The total value of all manufactures in this region in 1927 was 
¢),100,000,000, of which lumber and lumber products constituted about 40 
per cent! Other important manufacturing industries were: flour and other 
grain mill products, $72,000,000; meat packing and slaughtering, 
£50,000,000; and canning and preserving, $43,000,000. Certain manufactur- 
ing companies have been developed in this area in recent years which have 
national and international connections, due to the energetic leadership of in- 
jividuals and the existence of lower manufacturing costs than exist in many 
eastern industrial centers. 

This general manufacturing development has been steady in growth. The 
reports of the State Department of Labor and Industries in Washington, for 
example, show a range of industrial pay rolls from $246,000,000 in 1924 to 
$89,000,000 in 1929 with small increases each successive year. Apart from 
lumber there has been no rapid increase in manufacturing activity ; neither has 
there been a rapid decrease. The state of Washington reports a loss of only 
3.22 per cent in pay roll for the first six months of 1930 compared with the 
like period of 1929. This very small decrease in pay roll can be explained by 
the unusually large amounts of private construction work in the state at that 
time. The last half of the year will undoubtedly show a larger percentage of 
lecline than the first half of the year. 

Agriculture is a major economic activity in the Pacific Northwest. Whereas 
the number of farms for the United States decreased 2 per cent from 1920-30, 
the number of farms in this region increased about 8 per cent for the same 
period. The total value of agricultural products in 1929 was about 
$500,000,000. The important items were wheat and other grains 
($150,000,000), hay ($90,000,000), dairy products ($75,000,000), fresh 
fruit, chiefly apples and pears ($70,000,000), poultry products ($50,000,000), 
potatoes ($35,000,000), berries ($10,000,000), and vegetables ($7,000,000). 

The value of the grain crop is between 25 per cent and 30 per cent smaller 
in 1930 than in 1929. The apple crop shows 25 per cent to 30 per cent in- 
crease in production over 1929 and 25 per cent increase over the five-year 
average, though prices are down sufficiently so that the total value of the crop 
is about the same as it was last year. Prices would have slumped consider- 
ably more had it not been for a larger European demand for apples due to 
acrop failure. The growers will make a smaller net income in 1930 than in 
1929, due to larger harvesting and marketing costs, but the pickers, packers, 
and railroads will profit by the larger crop. The potato crop shows about 30 
per cent increase over the five-year average, but prices in 1930 were between 
50 per cent and 60 per cent less than in 1929. 

Since many of the cut-over lands, particularly those located on the Pacific 
slope with its equable climate and abundant moisture, make excellent pasture 
throughout the entire year, the trend in the production of dairy products is 


‘Biennial Census of Manufactures, 1927. 


—— 
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decidedly upward. Lower prices prevailing in 1930 have tended to neutra); 
the effect of this increase in volume of production for the present year, 

There is an increase of 20 per cent to 25 per cent in production of Poult 
products, but reduced prices will result in the total value for 1930 being 
little higher than the value in 1929. The reason for this favorable conditi 
is probably due to the aid given the industry by the Washington Co-operatiy 
Egg and Poultry Association, which organization is selling $15,000,000 wor 
of poultry sialhisite § this year, and secures a substantial premium for its pro: 
ucts in eastern markets. 

Most agricultural prices have fallen considerably in 1930. On the othe 
hand, this region has had exceptionally large crops. The Department of As 
riculture’s composite yield indexes by states, as of November 1, 1930, wit 
1919-28 as a base, show Oregon 115, Washington 96, and Idaho 108, The 
average for the country is 91. Agricultural income in the Pacific Northwest 
consequently, although smaller than in 1929, will not suffer as great a loss a 
will the country at large. 

The mining industry of the region, with a value production in 1997 o 
approximately $60,000,000, has suffered a severe setback in the past year o 
two. Owing to the low price of metals mined, production in northern Idah 
is only between 70 per cent to 75 per cent of what it was in 1929. Coal mi 
ing in the state of Washington, valued at $9,000,000 in 1927, has dwindled 
drastically due to competition of oil brought by boat from California. 

Another important economic factor in the Pacific Northwest is shipping, 
Many steamship lines ply out of Puget Sound and the Columbia River for 
Alaska, coastal and intercoastal ports, Europe, the Far East, and the An- 
tipodes. The pay rolls for long-shoring and expenditures for wharfage and 
for food supplies amount to between $40,000,000 and $50,000,000 per year. 
This does not include the large expenditures for ship repairs, most of which 
come under the heading of manufactures.® 

The value of foreign commerce has fallen considerably during 1930 as 
compared with 1929, principally because of a change in the routing of silk, 
which takes it away from ports of this region to California ports for tranship- 
ment through the Panama Canal.® The reasons for the choice of the all- 
water route through the Canal are: first, the freight rate by water is one- 
half that charged by the railroads; and second, the price of raw silk is about 
one-half what it was in 1929, so that the investment and the interest upon it 
being greatly reduced, the time factor in transportation is not so important as 
formerly. The tonnage loss of exports and imports, both domestic and foreign, 
for the first nine months of 1930 was only 11 per cent. 

Fishing is an important industry. The majority of the Alaska pack of 
canned salmon, the average value of which has been $36,500,000 for the past 
ten years, comes into the Pacific Northwest. In addition, there is considerable 
fishing in local waters which increases the total value of the fishing industry 

©The Government Navy Yard at Bremerton on Puget Sound disbursed $12,000,0 
in wages and salaries in 1929. 

In 1929, 116,496 bales of silk were shipped through Panama as compared with 


81,000 bales in 1928; and for the first 9 months of 1930 there was an increase of 
30 per cent in comparison with the same period in 1929. 
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to approximately $50,000,000 per year. This industry also supports ship- 
ilding and repair yards, and the manufacture of canning machinery, cans, 
sels, boxes, cartons, barrels, and kegs. 

The fishing season during 1930 has been very unsatisfactory. In 1929 
od 1930 there were large packs of salmon and excessive carry-overs. The 
result is that the total value of the Alaska canned salmon catch in 1930 is 
probably between 30 per cent and 35 per cent below what it was in 1929 and 
per cent to 25 per cent below what it was for the ten-year average. Reasons 
{or this condition, in addition to the large production for the past two years, 
sre a weakened export market due to increased production by Russia and 
japan,’ and intensified competition from packaged and frozen fish as well as 
other domestic fish.® 

Another general factor which contributes to the economic welfare of the 
Pacific Northwest is expenditures made by tourists, which approximate 
$50,000,000 each year. ‘This item probably suffered 10 per cent loss in 
1930 compared with 1929, The trend, however, is decidedly upward due to 
increased use of the automobile and the building of many new scenic roads. 

To summarize: the depression during 1930 in the Pacific Northwest is 
due to maladjustments within certain key industries and the world-wide fall 
of prices. ‘The lumber and fishing industries are suffering from cutthroat 
competition and weakened markets, both foreign and domestic. The value of 
lumber and lumber products for 1930 will probably show a decline of 35 per 
vent to 45 per cent from the value in 1929. The mining industry has been 
injured by the decline in metal prices. There is diminution of agricultural 
income, although this is not as severe as that experienced in other agricultural 
sections, due to large crops in this region. The value of the grain and potato 
crops shows substantial losses, but the value of fresh fruits (apples and 
pears), poultry, and dairy products is approximately the same as it was in 
1929, General manufacturing has declined a little; but a few large con- 
struction projects throughout the region have helped to bolster the total pay 
roll. 

Bank debits for the first ten months of 1930 show a loss of 12 per cent 
from 1929 as compared with an average loss of 15 per cent for cities outside 
of New York City. Car-loadings for the same period are 18 per cent below 
what they were last year, a somewhat higher loss than the 13 per cent experi- 
enced by the United States as a whole. Ship cargoes, however, have suffered 
only an 11 per cent loss in tonnage. Building permits show a loss of 12 per 
cent for the same period, whereas national data indicate a 20 per cent loss. 
Complete data on unemployment are not available for this region. For the 
frst nine months of 1930, however, we find the monthly average percentage 
of union members unemployed is 21 per cent, compared with a monthly aver- 
age of 12 per cent during the same period in 1929. But most of the labor in 


the lumber industry is unskilled and the percentage of unemployment in this 


"In 1920, 26 per cent of the canned salmon was exported; in 1921, 29 per cent; 
In 1999 95 


5 per cent; in 1923, 19 per cent; in 1924, 22 per cent; in 1925, 18 per cent; 
in 1926, 14 per cent; in 1927, 16 per cent; in 1928, 10 per cent; in 1929, 12 per cent. 


_ ‘From 1922 to 1929 the quantity of packaged and frozen fish increased from 0 
0 85,000,000 Ibs. 
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industry is quite large. Colonel W. B. Greeley estimates that forty thousay 
to fifty thousand mill and logging camp workers (or about 50 per cent) ha 
been out of employment during the last quarter of 1930 as a result of th 
depression in the lumber industry this year. 

The Pacific Northwest did not enjoy the rapid increase in economic ad 
tivity which was experienced in many sections of the country, but neith 
has it suffered the subsequent precipitous losses, except in the lumber ay 
fishing industries. Beginning primarily as a two-crop country (namely, lum 
ber and fishing), it has introduced diversification through the stimulation , 
agriculture, commerce, and manufacturing in general, which naturally h, 
tended to stabilize economic activity. } 

Witrarp L. THorp.—Professor Schumpeter has suggested that one of th 
contributing factors in the present situation is the loss of free price behavio 
Dr. Snyder, on the other hand, has reported a “most extraordinary fall ; 
commodity prices.” Although Professor Schumpeter was probably referri 
to the earlier attempts made to stabilize the prices of certain nationally cop. 
trolled raw materials, the generalization still holds true. The two condition 
described are existing side by side. It seems clear that the decline of price 
has been most marked among raw materials. Manufactured goods have 
not fallen in the same degree. Furthermore, the business man at present | 
vigorously resisting any further reduction in prices. By concerted action thé 
steel and copper industries appear to have succeeded in advancing prices it 
the face of large stocks on hand and idle capacity. Other business men are 
demanding, as did Mr. Proctor of the Vermont Marble Company at the las} 
meeting of the New England Council, that the antitrust laws be relaxed ia 
order that they may legally and publicly stabilize their industries. This sug 
gestion has been made by so many individuals that it deserves comment. While 
there are doubtless arguments in its favor, it is an extremely dangerous pro- 
posal for three reasons. First, the stabilization which these business men 
have in mind is not at all clearly defined. Fundamentally, however, it is « 
stabilization of price. And by stabilization of price they mean resistance to 
price-cutting. But such stabilization of price is exactly the loss of free price 
behavior to which Professor Schumpeter has made reference. Such stabiliza- 
tion of price would probably mean in most industries increased fluctuations 
in production and employment. In fact in those industries in which price 
has been somewhat stabilized by the dominance of large corporations, as in 
iron and steel, the fluctuations in production have increased in recent years. 
It is this price stabilization policy which in large part explains the results 
of investigations by the National Bureau of Economic Research showing that 
employment fluctuations are greatest in the case of large concerns. This 
policy tends to eliminate inventory losses and therefore stabilizes profits 
somewhat, but it may seriously increase the instability of the worker. The 
second reason why price stabilization by industries is dangerous is that there 
is more than a remote possibility of a declining trend in commodity prices 
for some years to come. If this be true, the manufacturing industries in 
which such price stabilization would be most effective would be a favored 
group able to resist this trend and profit thereby. The third reason why 
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price stabilization through relaxation of the antitrust laws is dangerous is 
shat these laws have other purposes underlying their existence. Any change 
in the laws should consider more than the mere effect as an aid to profit- 
veking manufacturers suffering from price-cutting. The many other impli- 
sions of such action must not be forgotten. The resulting ills might far 
exceed the questionable benefits. 

But to return to the papers. Professor Schumpeter has presented, in his 
simulating way, a diagnosis which he evaluates as accounting for 90 per cent 
of the measurable symptoms of the present distress. May I summarize 
briefly. We are certainly in the trough of a long wave, far in the down- 
sade phase of a Juglar cycle, and probably in the trough of a forty-month 
eele. These appear to be caused by interfering business situations arising 
‘om business innovations. These rather mild cycles are in this particular 
instance intensified by the agrarian crisis, protective tariffs, monetary policy, 
reparations and inter-allied debts, oppressive taxation leading to the flight 
of capital, high wage rates, the failure of long-time interest rates to fall, and 
the loss of free price behavior. With this diagnosis before us Professor 
Schumpeter states that “there is no difficulty in devising remedies.” But this 
makes it seem so simple. Unfortunately most of the intensifying situations 
are tied up with other problems. They cannot be considered only in terms 
of the business cycle. And the remedy for the three or more basic cycles is 
by no means easy to devise unless Professor Schumpeter, and he has de- 
cared himself to be most conservative, is prepared to advocate basic changes 
in our system including a scheme of central contro] and planning. The com- 
parison is drawn to medicine. This analysis, however, can be compared with 
but one branch of medicinal science. The discovery of quinine as a medicine 
for yellow fever was undoubtedly a great contribution, but the elimination of 
this disease from the globe is much more important. The present depression 
hes brought out many discussions of remedies but few of prevention. There 
seems to be almost a taboo against suggesting that the only way to eliminate 
the business eycle may be by definite modification of the present freedom of 
enterprise. I certainly would not decry the palliative, but I should much 
prefer preventive medicine. 

To me one of the most significant contributions made by Mr. Snyder is 
his emphasis of the world-wide character of the present depression. That 
business cycles in recent years have followed an international pattern has 
been pointed out in other sources. There was a definite world cycle in the 
nineties, another from 1900 to 1907, another to 1912 or 1913, another to 1918, 
another to 1920 and now one culminating in 1929. To be sure the business 
history of all nations does not follow this pattern to any exact degree, but 
there can be no doubt of the increasing similarity of fluctuations of business 
conditions among nations. The significance of this is not far to seek. The 
problem is an international one. The United States is not an isolated nation. 
We are part of a world economy. Our economic welfare is tied up for better, 
for worse, for richer, for poorer, in sickness and in health with that of the 
ther nations. Their prosperity helps us; their depression hurts us. In 
turn we contribute to their prosperity and depression. It is important that 
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we do not forget this fact in any analysis of the business cycle and in th. 
formulation of public policy. 

Atvin H. Hansen.—I should like to say at the outset that I agree moy 
heartily with the main points contained in Dr. Snyder’s paper. He has taken 
I am convinced, the correct position with respect to the question of overpro. 
duction. Yet, if one takes the economy of the entire world into considers. 
tion, one can, I think, speak of a certain lack of balance, and it is a striking 
fact that this lack of balance scarcely ever becomes apparent until depression 
turns the searchlight upon every nook and corner of the industrial system, 
It is after the event that the disproportionality makes itself evident. 

Even more commendable is Dr. Snyder’s emphasis upon the present yerej 
gold situation as a major causa] factor. The brief statement by Professo: 
Schumpeter on the monetary situation is also admirable in its clarity, 

The gold problem breaks itself up into two parts: (1) the abnormal drain 
of gold from England, Germany, and other countries into the United States 
and France; and (2) the question of gold shortage. I agree with Dr. Snyder 
that, so far as the monetary factor is concerned, it was the maldistribution of 


the world’s gold which chiefly featured in the 1980 depression. But I dy ca 
not believe we can dismiss altogether the question of gold shortage. Even pI 
though there had been no mopping up of gold by these two leading nations, th 
a return to the pre-war gold system, as Professor Schumpeter points out, yt 
would have necessitated a fall in prices to a level lower than that of 1913, ul 
If this is true, then there is a genuine shortage in the sense that the gold d 
supply is not adequate (on the basis of the kind of monetary systems that T 
modern nations apparently want) to maintain the 1926-28 price level. It is n 
important to bear in mind that the phrase “gold shortage” has no meaning 8 
whatever except in terms of a given price level and in terms of a given mone- ¢ 
tary system. Had it not been for the drain of gold into France and the 8 
United States, we should, doubtless, not have suffered the violent price revo- 
lution through which the entire world is now passing. We should, probably, 


instead, have witnessed a more gradual but nevertheless persistent downward 
trend in prices. With respect to the 1930 depression, however, the immedi- 
ately important fact was clearly the maldistribution and not the shortage of 
gold. 

Much has been made of the fact that, in the last year, the money market 
rates have been fabulously low, and how, it is asked, can there be any talk 
of gold shortage under such circumstances. Those who argue in this fashion 
should go back and read Alfred Marshall’s testimony before the Gold and 
Silver Commission of 1888. What needs to be forcefully hammered home + 
this time is the seeming paradox that in periods of gold scarcity discount raies 
are, over the long-run period, invariably low. The reason, of course, is tha! 
such periods are characterized by a preponderance of hard times. The lov 
discount rates at the present moment are the result of the prevailing depres- 
sion. But let it not be forgotten that in the crisis which ushered in this 
depression the money markets of England and Germany and indeed of the 
entire world (outside of France) were strained to the breaking point. 

But how, it is asked, would a better distribution of the world’s gold or a 
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ascrease in gold reserves help matters? Throughout the world business men 
yill not borrow funds, at the moment, at any price. Now it is quite true that 
mtil the present maladjustments have been rectified bankers’ funds will go 
begging, at low discount rates. But no business depression, however bad, 
ists forever. And when the next period of revival comes there is the gravest 
danger that unless the gold situation is rectified the next prosperity period 
yill be short-lived. It is not impossible that we might pass quickly into an- 
other period of major depression as did the United States following the brief 
revival of 1895. 

In view of the importance of the gold situation for the economic welfare 
of the entire world it is especially gratifying to have such a straightforward 
statement and one which shows such clear insight into the problem by a dis- 
tinguished representative of our leading Federal Reserve Bank. 

With Professor Schumpeter’s clear and brilliant analysis there is little to 
disagree, except perhaps in the matter of relative emphasis and possibly with 
respect to one major omission of which I shall speak later. To understand 
the severity of the present crisis it is necessary, I think, to stress the signifi- 
cance of the long waves to which Professor Schumpeter alluded. Kondratieff's 
preliminary investigations suggest that in the last 150 years we have passed 
through 3 grand cycles, each extending through a period of from 45 to 60 
vears. The first culminated around 1810-17, the second around 1872, the 
third around 1914-20. We are now, as Professor Schumpeter says, on the 
down swing, and it still remains to be seen how long this period will last. 
These grand waves are apparent not merely in the long-run trend of com- 
modity prices, but also in wage and interest rates, and in the acceleration and 
slowing down of the rates of increase of bank assets, exports and imports, 
coal production, pig iron production, and acreage under cultivation. They 
are also apparent in a general index of production such as that calculated by 
Mr. Snyder from 1870 on. The grand cycles are a production as well as a 
price phenomenon. 

We know from the investigations of Professor Mitchell and Dr. Thorp 
that, relative to prosperity, depression lasts in the down swing of the long 
waves about three to four times as long as they do when the long-run swing 
is upward. This is a factor which cannot be overlooked in explaining the 
length and severity of the present depression. 

From the analysis of Professor Kondratieff, the thesis suggests itself that 
the cause of the long-wave movement is the differential rates of increase in 
technological progress in the production of goods and gold. Thorstein Veblen, 
who wrote his Theory of Business Enterprise against the background of the 
down swing of the long wave from 1878 to 1896, held the view that under the 
modern machine industry improvements in technique effect the cost of pro- 
ducing general commodities in a greater degree than the cost of producing 
the precious metals. The efficiency of modern industry, he thought, is so 
great that the supply of goods is constantly outrunning the effective supply 
of gold. Kondratieff, on the other hand, suggests the view that these two 
tates of technological progress oscillate relative to each other, now one run- 
ning ahead, and now the other. He suggests further that these unequal 


200 American Economic Association 


movements are not accidental, that when one has outrun the other, for , 
period, forces are set in motion which cause the other to take the lead. Whe, 
technical progress in gold production has run its course for a time the result- 
ing depreciation brings about necessarily a retardation in gold output. This 
retardation permits technological advance in other lines to take the lead. 
until after a prolonged period of gold appreciation, a new stimulus is given to 
accelerated progress in the technique of winning it from the earth. In this 
manner one phase of the long-wave movement leads into the next. According 
to Veblen, depression is normal to the machine age; according to Kondratieff. 
the differential rates of progress oscillate back and forth in grand cycles of 
approximately half a century in length. 

Professor Schumpeter called attention to the agrarian crisis as an ex. 
ternal factor contributing to the depression. The agrarian crisis is, however, 
not unrelated to the down swing of the long wave in which we find ourselves 
at the present moment. One needs only to recall the analyses of Professors 
Studensky and W. I. King to indicate the relationship. The revolutions in 
the technique of agricultural production in the last quarter of the nineteenth 
century and again in the past decade were contributing causes of lower costs 
of production and a general fall in prices. Goods were poured out in excess 
of the absorption capacity of a pecuniary market restricted by the retarded 
rate of increase of gold production. The revolutionary changes in agricul- 
tural technique, while perhaps caused, in the first place, by the down swing 
of the long cycle, in turn became causal factors, accelerating and intensifying 
the decline. 

In like manner the monetary factor, mentioned by Professor Schumpeter, 
is not unrelated to the long-wave movement. The rapid appreciation of gold 
which we have been witnessing, is the first cause of the long cycle down 
swing. In part it is, as Professor Schumpeter suggests, a reversal of the 
violent depreciation of gold caused by the monetary upheaval of the war. 
In part it is a result of the retardation of gold production following upon a 
quarter century of gold depreciation. 

Turning now to quite a different point there is one factor of which neither 
Dr. Snyder nor Professor Schumpeter made any mention, but which is, | 
think, of the highest significance to an adequate understanding of the present 
depression. We know from the history of the past fifty-five or sixty years 
that every second or third depression develops into a major depression. If 
we start with Aftalion’s analysis we have at least a part of the explanation 
of the oscillation in the production of capital goods. This oscillation takes 
place even though the general economic development moves along on a fairly 
stable trend. But at times this general trend, if not in all industries at least 
in fields of major importance, slows down in its rate of increase and ap 
proaches an asymptotic level. At a certain point, long before this limiting 
value is reached, the capital producing industries are compelled to make 4 
radical readjustment. Industry is confronted with a fundamental change in 
the basic data. A thorough-going redistribution of the productive resources 
must be made, and this brings about a major depression. 

Something of this sort accounts in part for the severity of the present 
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POWER AND PROPAGANDA 


By Ernest GRUENING 
Portland Evening News 


The public is probably aware in a general way of the far-reaching at. 
tempt of the public utilities, particularly the electric and gas utilities, 
to create a public opinion in this country favorable to their interests, 
The acquaintance with this attempt is due to the extraordinarily abl 
and conscientious work of the Federal Trade Commission over a period 
of nearly three years, in response to a Senate resolution to investigate 
such activities on the part of the great corporations of this country, 
particularly those in the business of manufacturing, distributing, and 
selling light and power. It will be recalled, and is memorable as one of 
the great ironies of our recent national politics, that these utilities 
exerted every effort to switch this investigation from the United States 
Senate to the Federal Trade Commission. In the Senate, such investi- 
gation was held by the utilities to be full of danger, dynamite, and 
demagoguery, whereas in the Federal Trade Commission, it would be 
all innocence, innocuousness, and ineffectiveness. ‘The super lobby of 
the super power interests had its way. With the representatives of some 
hundred and forty legal firms from all sections of the country, it man- 
aged in the spring of 1928 to defeat the Walsh resolution for a Senate 
investigation of public utility propaganda and to procure said investiga- 
tion by the Federal Trade Commission. Since that time, hearings have 
been held with occasional recesses and one notable interruption when 
officials of the Electric Bond and Share Company declined to answer 
questions. 

This paper is an attempt to convey a picture of the character and 
extent of this propaganda. The paper is based on the testimony 
elicited in nearly three years investigation by the Federal Trade Com- 
mission and now in print. The material is taken wholly from the pub- 
lished record. But as this record now occupies some twenty-two parts 
of actual testimony and seven parts of exhibits, totalling 11,258 closely 
printed pages, or at a conservative estimate, more than five million words, 
something of the difficulty of trying to condense this material for ade- 
quate presentation in a relatively short space will be sensed. Particularly 
is this difficulty enhanced with the desire for literal quotation of many of 
the documents so that “out of their own mouths” the tale may be told. 

Just who the originator was of this gigantic plan to indoctrinate 
the American people seems fairly clear from the record. Exhibit No. 
186 declares: 


Early in 1919, Samuel Insull called together the executives of companies 
under his direction for discussion of public relations. . . . The meeting 
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yas short. It came to a close with Mr. Insull’s instruction, “Get busy and 
jy something.” In April of that same year, the Illinois Committee on 
Pyblic Utility Information was organized. B. J. Mullaney, Mr. Insull’s 
ght hand man in public relations matters, became director of the committee 
ol took charge of the work... . 

The Illinois Committee has made good from the start... . Today the 
Illinois Committee is acknowledged to be the progenitor of a nation-wide 
movement consisting of a total of twenty-eight states and regional com- 
nittees covering thirty-six states of the union. 


Now just what this Illinois Committee did, this committee which is 
the “progenitor of a nation-wide movement,” is to be found in a most 
iluminating speech by the same Mr. Mullaney in 1921, two years after 
Mr. Insull had told him to “get busy and do something.” Said he: 


When the committee celebrated its second anniversary last April, it had 
passed the five million mark in pieces of literature distributed. Those five 
nillion pieces of literature, all helpful to the utility industry, were not mere- 
ly scattered broadcast, but were definitely placed: With newspaper editors 
for themselves and their readers; with customers of public utilities; with 
business men, bankers, lawyers, employers (for their employees), teachers, 
preachers, librarians, students in colleges and high schools, mayors, members 
of city councils and village boards, public officials of all kinds, and candidates 
for public office. Members of the legislature, for example, received informa- 
tive matter on public utility questions, not after they were elected, but 
before they were even nominated, 


Mr. Mullaney develops the other activities at great length, saying: 


Space limitations forbid anything like a full account of how the com- 
mittee works or what it has done. High spots in its routine may be sum- 
marized as follows: 

A news service goes regularly to the ninety newspapers in the State; 
speakers’ bulletins . . . a bureau to find engagements before clubs, civic 
associations, and so on, for dependable speakers on utility subjects. 

Pertinent addresses and articles by important men, resolutions or other 
expressions by chambers of commerce and other bodies, exceptional editorials 
and the like, and special matter for customers, investors, and employees 
have been printed and circulated among special classes by hundreds of 
thousands. 

More than eight hundred Illinois high schools are regularly furnished 
informative literature for classroom theme work, and debating society use. 


By 1922, three years later, the country had been divided into twelve 
zones, and committees had been organized in a majority of the states. 
Ina report at the 1922 meeting of the National Electric Light Associa- 
tion, it was declared that: 

The one supreme danger that threatens the permanency and credit of our 
industry is the dissemination of false statements or erroneous information by 
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misinformed or ambitious demagogues. To overcome popular miscong 
tions, prejudice, and error, we must publish the truth and circulate it widely 
(Exhibits, Part I, p. 100) 


By 1924, Mr. H. T. Sands of the Electric Bond and Share Company, 
Chairman of the Public Relations section of the National Electric Light 
Association, indicated that the efforts had already been successful, say. 
ing that: ; 


The bureaus have gradually broken down much of the suspicion towarj 
the movement which was entertained by many of the newspapers when it 
was first started. This fact is evidenced by the number and character oj 
the editorials appearing through the country which reflect the informatio, 
which these bureaus have been furnishing. (Exhibits, Part I, p. 102) 


At this same meeting, Mr. B. J. Mullaney, Director of the Illinois 
Committee on Public Utility Information, paid tribute to his employer, 
by saying: 

Mr. Samuel Insull’s recognition of the need for this work and his initia- 
tive in becoming the inspiration and motive power for organizing the first state 
committee on public utility information arose from a specific condition. . . 
The need for this work . . . is the same now as it was in the beginning, 
even though the immediate need may not be quite so acute. (Exhibits, Vol. 
I, p. 102) 


What that need was, Mr. Mullaney further pointed out in the follov- 
ing words: 


Fundamentally the prosperity of our business, its growth and success, are 
built upon a proper state of public mind without which we do not get the 
money with which to build plants, and we do not get the favorable reaction 
from the public mind that enables us to sell our product to the best ad- 
vantage and at fair rates after we have produced it. 

As the business expands the need for cultivating this public attitude be- 
comes all the more acute. The whole future of the industry rests upon our 
ability to continue the favorable mental attitude toward the creation of which 
we have made a good beginning. (Exhibits, Vol. I, p. 103) 


Just how valuable Mr. Mullaney’s services have been, although he 
modestly gave credit to his chief, Mr. Samuel Insull, may be deduced 
by the testimony of Mr. P. H. Gadsden, Vice-President of the United 
Gas Improvement Association, in 1924, when he declared: 


Just five years ago the first meeting of state directors, so far as I can 
remember, was held in Chicago. I can remember it distinctly because there 
was no place for it on the program, no publicity had been given to the 
meeting, but I think our friend, Barney Mullaney, whispered in my ear that 
we were going to have a meeting in a room in the hotel. We were keeping 
it rather quiet for fear some of the executives might discountenance it. 
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sconcep. Well, 1 went to the meeting. The room in which the meeting was held 
yas certainly not over 12 by 15, I think there were 12 of us there . . . that 
«as in 1919. Now it takes a theater to take care of us. From one com- 
mittee, we have progressed to where we now have committees operating in 


> Widely. 


pany, hirty-six states... . What a tremendous growth has come about in that 
¢ Light MM ne! Five years only has this great movement, which is now sweeping over 
ul, say- MB -his country, been in existence. The very rapidity of its growth would sug- 


gest to us that perhaps the time has come when we ought to pause and take 
sock, to consolidate our positions, and mop up. (Exhibits, Vol. I, p. 104) 


| toward 
when it That was in 1924. But even by the next year, this “great movement” 

oe _this educational movement—had become so great that in the eyes 
rmation 
02) of the electric magnates themselves, it had assumed a greater importance 


han any other activity of their industry. 

Illinois Said Mr. M. S. Sloan, President of the New York Edison Company, 
ployer, MB and in that year Chairman of the Public Relations Section, in his re- 
yort to the National Electric Light Association convention: 


S initia: | weigh my words carefully when I say that I believe the work with 
rst state HB which this section is charged is the most important in the whole broad scope 
me. f activities of the electric utilities. (Exhibits, Vol. I, p. 105) 

ginning, 

ts, Vol And Chairman Sands, previously quoted, declared: 


[he commercial phases of this proposition sink into insignificance when 


follow- ompared to the public relations possibilities. . . . (Exhibits, Vol. I, p. 140) 


And Mr. Gadsden, Vice-President of the United Gas Improvement 
ess, are MB Company, and Chairman of the Pennsylvania Committee, declared at the 


get the MM annual convention of the American Gas Association in 1925: 

reaction 

oth ai The movement has assumed such proportions that it is almost monopoliz- 
ng the program of the American Gas Association. (Exhibits, Part II, p. 

ude be- 

“eee And in the same meeting, Mr. J. B. Sheridan, Director of the Mis- 

Ca . . 
suri Public Relations Committee, declared: 
hI What have the state committees on public utility information done? In 
ugh he 


four or five short years they have just about changed the entire trend of 


educed economic and political thought in the United States. That’s all. (Exhibits, 
United Vol. I. p. 108) 


The importance which these executives attributed to this work may 


I can 

Silas ve gathered from the statement of one of the speakers at the 1925 con- 
to the vention, Mr. Henry Swift Ives, who declared: 

ar that There can be no higher service than the preservation of republican in- 
eeping ‘titutions. . . . It is just as much the business of the electric light and 


it. Power industry to preserve these republican institutions as it is for it to 
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give its patrons service and to make profits for its share holders. . .. [p,. 
hibit Vol. I, p. 113] The country cannot exist half socialist and half free, . 
(Idem, p. 411) ¥ 


In fact, the statements of many men prominent in the industry jp. 
dicate their belief that its prime duty was not to produce electricity 
and to sell it, but to protect the nation. Said Mr. R. H. Ballard, Vic. 
President of the Southern California Edison Company and member of the 
Association’s Public Policy Committee, at the 1926 convention: 


At the present time, the major policy of our industry has to do with 
socialism. Like the single tax, it is an ever present menace to our people. 
So completely has this policy of socialism been discredited that almost never 
nowadays does the advocate of a socialistic scheme admit the name. (Ex- 
hibits, Part I, p. 114 


Just why the major policy of the industry should be activity agains: 
a social theory which according to the speaker had been so completely 
discredited, he does not make clear. 

And President Franklin T. Griffith of the Portland (Oregon) Ele- 
tric Power Company, declared: 

An attack upon the principles for which we stand is an attack upon our 
government itself. (Exhibits, Vol. I, p. 147) 


He further declared: 
The public relations national section is the youngest of the four grand 
divisions and yet I believe we will all agree that it yields place to none of 


the others in the matter of valuable service to us all. (Exhibits, Vol. |, 
p. 146) 


So much, briefly, for the general purposes and scope of electrical edu- 
cation. Now let us turn to a brief examination of its methods. These 
methods include work in the colleges and schools, the public platform, 
the radio, the films, the women’s clubs, the business men, etc. In fact, 
in answer to the question whether any forms of publicity had been neg- 
lected by the N.E.L.A., its Director of Public Information, Mr. George 
F. Oxley, replied, “Only one, and that is sky-writing.” (Part I, p 
214) 

Let us first consider education through the institutions of educa- 
tion—the universities and colleges. In an address at a conference of 
the Middle West Utilities Convention of 1928, Mr. M. H. Aylesworth, 
Managing Director of the N.E.L.A. laid down the following prescrip- 
tions: 


I would advise any manager here who lives in a community where there 
is a college to get the professor of economics, let us say—the engineering 
professor will be interested anyway—interested in your problems. Have 
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yim lecture on your subject to his classes. Once in a while it will pay you 
» take such men and give them a retainer of one or two hundred dollars 
per year for the privilege of letting you study and consult with them. For 
bow in heaven’s name can we do anything in the schools of this country 
with the young people growing up, if we have not first sold the idea of educa- 
tion to the college professor? (Exhibit No. 4099) 


At the convention of the National Electric Light Association in the 
same year, Mr. John C. Parker of the Brooklyn Edison Company, Chair- 
man of the Committee on Co-operation with Educational Institutions, 
presented the program of his committee as follows: 


The work of this committee then must be properly to relate the professors 
to the sources of information. 

While not neglecting the students of engineering, the committee is of the 
opinion that its most important work will be outside of the engineering 
schools. 

It is desired that coming generations of bankers, lawyers, journalists, legis- 
lators, public officials, and the plain, ordinary “men in the streets” shall have 
an intelligent and sympathetic understanding of the peculiar conditions under 
which public utilities operate. (Exhibits, Vol. I, p. 117) 


After outlining an elaborate program, he declared: 


The results will be intangible and the return for any effort expended in 
a given year may not be expected for some years after. None the less, the 
committee is persuaded that there is a very real opportunity to serve Ameri- 
can education and incidentally strongly to benefit our industry. (Exhibits, 
Vol. I, p. 118) 


The following year (1924), at the National Electric Light Associa- 
tion convention, the Rev. Dr. Charles Aubrey Eaton, member of Con- 
gress from New Jersey, and at the time also President of the American 
Educational Association, and likewise Manager of the Industrial Re- 
lations Department of the National Lamp Works of the General Elec- 
tric Company, addressed this glowing tribute to the new educational 
drive: 


I have gone over this list of some nine wonderful departments, and I 
would like to mention first especially the department that is dealing with the 
education of the young. That is fine. However, I would like to add to 
that, gentlemen, that the ordinary teacher in the school and in the college 
belongs to one of the three starveling professions. In this country we are 
supposed to be governed by ideas; we live by the art of thinking. The three 
institutions that deal in ideas are the school, the church, and the press, and 
those are the three institutions that we persist in starving to death. 

Here is a professor in a college who gets $2,500 a year and has to spend 
$3,000 to keep from starving to death, who walks up to his classroom in an 
old pair of shoes and some idiot of a boy drives up and parks a $5,000 automo- 
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bile outside and comes in and gets plucked. Then because that professo; 
teaches that boy that there is something wrong with the social system, we cal] 
him a Bolshevik and throw him out. 

What I would like to suggest to you intelligent gentlemen is that while you 
are dealing with the pupils, give a thought to the teachers and when thei; 
vacation comes, pay them a salary to come into your plants and into your 
factories and learn the public utility business at first hand, and then they 
will go back and you needn't fuss—they can teach better than you can, 
(Exhibits, Vol. I, pp. 120-121) ; 


Now this was actually done and done as widely as possible. A letter 
to that effect is Exhibit No. 484 of the Federal Trade Commission on 
the stationery of the Commonwealth Edison Company, Chicago, Illi- 
nois, April 30, 192: 


Mr. George R. Jones, Treasurer, 
Public Service Company of Northern Illinois, 
Chicago, Illinois. 

Dear Mr. Jones: Mr. Insull has approved the employment by the Con- 
monwealth Edison Company during the coming summer of four “engineering” 
professors from Illinois colleges. I think possibly this word “engineering” 
might be modified if there is some one in other departments whose society 
we are particularly anxious to enjoy. 

The matter of whom we will invite and what work we will put them on 
should be settled very quickly. You are so much interested in this work 
that I will be glad to get your views. 

Very truly yours, 
F. Gircurist, Vice-President 

(Exhibits, Vol. II, p. 408 


The Committee on Co-operation with Educational Institutions headed 
by Dean C. O. Ruggles, then of Ohio State, was an important instru- 
ment in the endeavor to secure liaisons between the public utilities and 
the academic world. Professor Ruggles, acting during a sabbatical 
year, was paid $15,000 and expenses for his services. The traveling 
expenses of a considerable number of professors to the meetings of this 
committee were also paid. (Exhibits Nos. 203, 397, '754, 10038, 1039) 

In some instances the efforts at liaison between the public utilities 
and the academic world were successful; in others, not. Something of 
the technique of securing this co-operation is suggested by a letter by 
Major J. S. S. Richardson, Director of the Pennsylvania Public Serv- 
ice Information Committee to Mr. Elliott S. Belden, Director of the 
United Power and Light Company, written June 2, 1925: 

My dear Mr. Belden: I am enclosing outlines of the public utility course 
recently run in the University of Pennsylvania and Temple University. The 
plan was put across in the usual way. We laid the ground work circum 
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spectly and with care, so that the actual suggestion that such courses be 
¢arted came from the faculties of the institutions themselves. The rest was 
outine. (Exhibit No. 1202) 

It is fair to state that Professor Theodore J. Grayson of the Univer- 
sity of Pennsylvania, who was giving the public utilities course, was 
anphatic on the stand that the utilities and not the faculty of the Uni- 
versity had made the suggestion. (Part IV, p. 302) 

On cross examination, Professor Grayson admitted that as an at- 
torney he had for some years “represented a considerable number of small 
New Jersey utilities” (Part IV, p. 8303), that he was Treasurer of the 
New Jersey Utilities Association (Part IV, p. 309), and that he also 
received pay as an outside lecturer against government ownership for 
the utilities. (Idem, pp. 302-803) 

It should be understood that the utilities through the Committee on 
Public Service Information of Pennsylvania in part supplied money for 
this course. Professor Grayson himself wrote on October 14, 1925, to 
Major Richardson, addressing him “My dear Sandy,” requesting that 
the deficit be made up by the utilities. (Exhibit No. 1204) And the 
deficit which Major Richardson testified to be “less than $500” was 
made up. (Exhibit 1198, Part III, pp. 879, 408) 

In another Keystone State educational institution, namely, the Penn- 
sylvania State College, we find that “several utilities companies in the 
state guaranteed subscriptions to the course”—the course in utilities 
economics—( Exhibit No. 1208) which according to a letter addressed 
to the professor who gave the course, by Mr. C. E. Reinicker, engineer 
for the United Gas Improvement Company of Philadelphia, was con- 
ducted “primarily for the ultimate benefit of the utilities and their cus- 
tomers....” (Exhibit No. 1203) 

And in consonance with the well-known adage that he who pays the 
piper calls the tune, the same engineer, Mr. Reinicker, submitted to 
Professor N. C. Miller, who was conducting the course, an approximately 
fifteen page detailed criticism of the way he conducted it. This criticism 
is illuminating because it embodies essentially a request that presenta- 
tion in the course of a viewpoint contrary to that of the utilities be 
eliminated. (Exhibit No. 1208) 


For instance, Mr. Reinicker says: 


I do not think that it is advisable to use the word “profit,” as is so fre- 
quently done in the course, since in the utility business, in a sense, there are 
no profits. (Exhibit No. 1208) 


It is perhaps not surprising to find that utility officials’ recommen- 
dations and emendations were put into effect. (Part III, p. 378) 
Moving northward from the Keystone State into the Empire State, 
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we find as late as February 23, 1928, that Mr. W. Griffin Gribbel, Chair. 
man that year of the Committee on Co-operation with Educational Ip. 
stitutions, writing to the secretary of the American Gas Association: 

I have a letter today from Moore of the U.G.I., who is working on Cornel] 
and Swarthmore. It is interesting to learn that Professor Frissell spent 
his vacation year in the employ of the U.G.I. Company. This ought to 
make him a “cash customer.” (Exhibits, Part III, p. 491) 


In the same month, February, 1928, we find Northwestern University 
in a letter from Dr. Richard T. Ely, “requesting financial support from 
the National Electric Light Association for a study into municipal 
ownership activities in California.” (Exhibit No. 1003) A suggestion of 
the unbiased and scientific nature of such investigations is indicated by 
the offer of the privately owned Pudget Sound Power and Light Com- 
pany to advance $150,000 for the purpose of investigating and giving 
publicity to the past operations of the Seattle Municipal Light plant in 
the conviction that “analysis. . . will disclose .. . damaging evidence to 
the cause of municipal ownership....” (Exhibit No. 1008) 

We also have the instance of the investigation made by Professor 
W. C. DuVall, Professor in the University of Colorado, of the munici- 
pally owned power plants of Colorado for which he received during one 
summer, the time when he made the survey, the sum of $1,692.33, paid 
for by the Rocky Mountain Committee on Public Utilities Information. 
The conclusions in his report were highly unfavorable to the municipally 
owned plant. (Exhibits Nos. 1788 to 1794) 

In Colorado, as elsewhere, we find the same suggestion of indirect ap- 
proach so that the universities might be, as it were, won over without 
their knowledge. In a letter, W. C. Sterne, Chairman of the Rocky 
Mountain Committee on Public Utility Information, writing the Execu- 
tive Secretary of the Georgia Utilities Committee, said: 


Doubtless you are more or less familiar with the plan recently in- 
augurated by this committee for carrying forward certain phases of its 
activities in the institutions of higher education in Colorado. . . . A sug- 
gestion that I would make to those who contemplate taking up this activity 
is that an educational program of this nature should be launched by the 
universities, themselves. I feel that you will not get quite the results you 
wish if you go direct to the educators yourself. In this state, while the idea 
originated in the committee, it reaches the colleges and universities through 
a man high in educational circles who broached the subject without men- 
tioning the public utilities as being interested. Therefore the colleges on 
their own volition developed the idea and the committee volunteered to render 
all possible assistance. (Exhibit No. 1783) 


This same able executive likewise wrote to the Director of the Michi- 
gan Committee on Public Utility Information, in 1922: 
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I have just succeeded in perfecting plans for an educational committee to 
te composed of one member of the faculty of each college in the state. This 
~ommittee has tentatively agreed to assist us in introducing public utility 
subjects in the lecture courses and for the debating societies. I feel that 
ve will make a three strike in this activity, as we will educate, to some 
extent the members of the faculty who need such education, while, at the 
game time, assist in molding the opinions of the students and reaching a 
given part of the public through debates. (Exhibit No. 1832) 


In Colorado likewise, we find the Rocky Mountain Committee on Pub- 
ic Utilities Information paying one-half the salary and the expenses of 
a research fellow. In launching the program, Mr. George E. Lewis, 
the Executive Manager for the Rocky Mountain Division, wrote to Mr. 
John C. Parker, Chairman of the Committee on Co-operation with Edu- 
cational Institutions, as follows: 


We decided that the best results could be achieved through the estab- 
lishment of a fellowship. This medium, it was thought, offered a broad 
avenue for employing the facilities of a university with all the dignity and 
prestige that such an institution enjoys. 

All negotiations were conducted through this committee which enjoys a 
splendid contact with and the confidence of all the institutions of higher 
education embraced in our territory—Colorado, New Mexico, and Wyoming. 
We left the selection of a suitable fellow to the university authorities, who 
after a thorough survey recommended Hubert P. Wolfe, a graduate of North- 
western University. This committee of course closely scrutinized his 
credentials, and intellectual leanings. It was agreed at the outset that this 
committee would bear half the expense of the fellowship—$1,000 for the 
first year, $1,100 for the second, $1,200 for the third. This expense comes 
out of committee income, derived from affiliated companies chiefly in Colorado. 
Thus far we have been engaged in imparting to Mr. Wolfe a practical utility 
viewpoint though he already had taken public utility economics which was 
a prerequisite to his retention by the university and this committee. 


The Executive Manager then outlined the duties of the research fel- 
low. They consisted in making a survey of all textbooks used in the 
high schools of Colorado to determine what inaccuracies exist with refer- 
ence to public utility subjects, in assisting in the compilation of a series 
of more than one hundred lessons to comprise a correspondence course, 
and aiding in giving public utility economics, which had recently been 
launched by the University of Colorado through the efforts of this com- 
mittee, 


Mr. Lewis continued as follows: 


We now have twenty-four public utility company executives as members 
of the university faculty and Mr. Wolfe is collaborating with each in the 
preparation of the nine major subjects to cover. (Exhibit 1782) 
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Before we leave Colorado, it might be well as illustrative of the tech. 
nique employed to quote from a paper read by the same Mr. Lewis, ep. 
titled “Utilities Create Good Will by Advertising University Course,” 
which in his own words was as follows: 


A unique method of exploiting a correspondence course in public utility 
economics at the University of Colorado, and at the same time conveying 
a pertinent utility message to the public, has been perfected by the Rocky 
Mountain committee on public utility information. 

The plan entails display of an attractively illustrated poster in two colors, 
This is being displayed on every electric, telephone, street railway, and gas 
company property in the territory covered by the committee—Colorado, New 
Mexico, and Wyoming. It also is being displayed in scores of high schools, 
libraries, and other public places. 

On its face, the poster appears to be solely an advertising effort of the 
university, though the committee was its author and is bearing its expense. 

The message which the poster conveys relates to the achievements of all 
the public utility services. Linked with this is the statement that the 
University, through its correspondence course, affords the sort of training 
that fits students to keep up such a record when the time comes for them 
to administer the affairs of the utilities with which they may become as- 
sociated. 

To tie in with the poster display, the committee had the poster reproduced 
in a two column newspaper advertisement. Proofs of this were sent to all 
companies, urging them to run the advertisement in their local newspapers, 
coincident with the appearance of the poster in their city. The committee 
agreed to furnish mats or plates without charge. Virtually every company 
in the three states which does any advertising has agreed to this arrange- 
ment. 

Every company which displays the poster on its premises has been pro- 
vided with a supply of pamphlets, issued by the University, describing the 
course, its costs, etc. 

Another detail of the information committee’s plan is to provide brief 
newspaper stories descriptive of the course for the newspapers in each town 
where the company uses space for the reproduction of the poster. 

While the poster and newspaper reproductions have resulted in receipt 
of scores of inquiries from students throughout the committee’s jurisdiction, 
there is no apprehension on the part of the utilities that they will be 
swamped with applications for jobs, for the correspondence course is very 
difficult and it will be some time before any of those who enroll complete 
it. Moreover, no pretense is made to turn out finished public utility execv- 
tives. Rather, it is represented that the course merely provides the ground 
work and a general view of the utility business. 

Officials of the University of Colorado have expressed their appreciation 
of the effort that is being made to advertise their course. 

In view of the success that has attended the initial effort to advertise 
the course, together with the opportunity that such advertising affords for 
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presenting @ variety of public utility messages to the people, it is likely that 
, follow-up poster will be prepared. The poster now on display will be 
chown for about six weeks. At the end of that time, if it seems advisable, the 
second poster will be displayed, followed, possibly, by a third along about 
the end of the college year, as the extension division of the university where 
the utilities course is being given operates throughout the summer months. 
Exhibit No. 84) 


Following the recommendation of the Chairman of the Committee on 
Co-operation with Educational Institutions, Mr. John C. Parker of the 
Brooklyn Edison Company, that courses of instructions be endowed in 
colleges, fellowships of research be founded, and that professors of eco- 
nomics be employed by neighboring utilities, this program was zeal- 
ously pushed. Said Mr. Parker: 


From such departments would issue monographs and other publications of 
great influence in the forming of a sound opinion. More important is the 
fact that such a graduate department would constitute a supply of professors 
of business administration for the graduate schools of the country. (Ex- 
hibits, Part I, p. 118) 


At the 1924 convention, it developed that the National Electric Light 
Association had paid to the Harvard School of Business Administration, 
$20,000 per annum for a number of years and had guaranteed $30,000 
a year for three years. In his opening words to the convention, Donald 
K. David, Assistant Dean of this graduate school, said: “The Harvard 
Business School very gladly and very happily accepts its foster parent- 
age.” (Exhibits, Part I, p. 121) 

At the next year’s convention, Mr. John C. Parker, previously al- 
luded to, had a few unfortunate experiences to relate. He felt that the 
committee had not always secured the proper reciprocity from the educa- 
tional institutions which were being assisted. After alluding with some 
feeling to “the generous financial support of the association of research 
work in public utility management at Harvard University and . .. North- 
western University . . .” and expressing the wish not to burden the as- 
sociation with his troubles, he said: 


The association, having appropriated money for the conducting of re- 
search in public utility problems in these two institutions found itself some- 
what in the position of having got hold of something by the tail and not 
being quite able to let go and not knowing quite where the two beasts were 
going to carry it. (Exhibits, Part I, p. 124) 


He had begun to be “rather profoundly impressed .. . that the as- 
sociation may need an interpretation of the relations which should exist 
with educational institutions,” and insisted that “relations are always 
mutual, and reciprocal.” (Exhibits, Part I, p. 125) 
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Nevertheless, he was pained to report that “during the year there had 
been two outbursts in particular in the published pages of economic 
journals which have rather stirred up some of the members of the as. 
sociation. ‘These came from one of the institutions to which we ar 
giving some financial support.” (Idem) 

Still, it would appear from perusal of the records that such ingrati- 
tude and failure on the part of educational institutions to reciprocate 
100 per cent was rather exceptional. 

There was, for instance, the fine service rendered by Professor James 
Mavor, Professor Emeritus of Political Economy in the University of 
Toronto. Professor Mavor’s book, Niagara in Politics, was dedicated 
to a “discussion of the failure of public ownership in Ontario, and the 
insidious methods of politicians.” An accompanying summary, declared 
that Professor Mavor “believes that government operation is a danger- 
ous and destructive fallacy and has written this book to prove it in the 
instance of the Ontario Hydro Electric Commission.” It developed sub- 
sequently that the National Electric Light Association had “through a 
mutual friend” paid Dr. Mavor $1,000 at the time the book was being 
prepared. (Exhibit No. 48, Part VII, pp. 88-9) 

Then there was Professor J. A. Switzer, Professor of Sanitary En- 
gineering in the University of Tennessee, who with the authority inher- 
ent in his academic post was able to secure publication for his articles 
in various magazines. He also supplied information on Ontario that 
convinced an editor of a Scripps-Howard newspaper in Memphis that 
his previous judgment about Ontario’s power situation was unfounded; 
that is, until he learned that Professor Switzer had received the infor- 
mation that he forwarded from the National Electric Light Association. 
(Exhibits Nos. 3012, 3812) Professor Switzer likewise received $500 
and expenses to act as Secretary of the Southern Appalachian Power 
Conference. (Exhibit No. 8780) 

And there was Dr. Hugh M. Blain, who served as Director of the 
Mississippi-Louisiana Committee on Public Utility Information, while 
continuing as head of the Department of Journalism of Tulane Univer- 
sity, with the knowledge and consent of the President of the University. 
(Exhibit No. 2383, Part IV, p. 542) 

Then there was Professor E. A. Stewart of the University of Minne- 
sota. (Exhibit No. 89) It so happens that I had a personal and first 
hand experience with Professor Stewart which is peculiarly illuminating. 
On February 17, 1928, I was interested to read as the leading editorial 
in the Portland Press Herald (Maine), one entitled “Ontario’s ‘Cheap’ 
Power,” the word “cheap” being in quotation marks. It should be said 
in passing that the Portland Press Herald was one of the chain of Maine 
papers most vigorously espousing the cause of Mr. Samuel Insull and his 
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Maine utilities. This editorial was based on the authority of Professor 
Fr, A. Stewart, who, it stated, had made an impartial and scholarly 
wrvey of rural electrification in Ontario and had arrived at the con- 
clusion that the farmers were very much worse off in Ontario than they 
would be under privately owned utilities. As Professor Stewart, as 
quoted in this editorial, had made statements somewhat at variance— 
to put it mildly—with conclusions which seemed to be derivable from the 
various reports of the Ontario Hydro Electric Power Commission, I 


igrati- 
rocate 


James rrote asking him whether he had been correctly quoted and whether 
ity of HMBhis statements which seemed so contrary to the facts as we had under- 
icated stood them were surely correct. 


nd the On March 21, he replied: 


clared I am very glad to supply you and the papers of your district with in- 
anger- formation on the question of cheap power in Ontario. I understand that 
in the Maine is very much concerned over the power issue. I am very glad to lend 
d sub- any assistance that I can to give the people the correct information on such 
ugh a a question. 

being Some of the other Maine papers have been interested in my report and 


the Boston Herald has also been very much interested in it. It might be 
possible for you and some of the rest of the papers, together with other in- 


bs terested parties in Maine, to get together and map out a program for some 
‘ five or six addresses to be given throughout the state. Of course, if neces- 
ticles sary, this number might be increased. I would be very glad to lend my as- 
» that sistance to give your people the proper information along this line and I 
; that believe that the expenses of such a trip would not be very expensive if sev- 
nded; eral of the interested parties co-operated in this project. . . . 
infor- I will say however, that the data as given in your paper is correct and the 
ation. statement made in my report in which I quote the Engineering Department 
$500 of the Hydro-Electric Power Commission of Ontario as approving my state- 
Power ment is also correct. My data were all checked by their engineers before 
being published. . . . 
f the t will be noted that Professor Stewart was apparently under a 
while light misapprehension. He referred to the data in “your paper,” mean- 
aver ing the Portland Evening News, and evidently thought that he was 
rsity. writing to the other paper, because I had certainly not suggested to 
: him that he come to Maine and give any addresses. I had merely asked 
[inne- him for verification of his statements. He, however, came back with the 
| first suggestion that he would like to come and propagandize in the state of 
ting. Mane and that it would not be “very expensive if several of the inter- 


torial ested parties co-operated.” 


heap’ Asa matter of fact, checking up Professor Stewart’s statement that 
said the Engineering Department of the Hydro Electric Power Commission 
approved his statements, and that his data were all checked up by the 
d his 


engineers before being published, led to the interesting refutation of 
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the Professor, contained in a letter by Mr. C. A. McGrath, Chairma 
of the Hydro Electric Commission, in these words: 


Professor Stewart obtained information from the Commission regard; 
tural electrification in Ontario. When draft of report was completed, th, 
same was submitted to commission’s engineers for a check. 

Stewart left Toronto before the check was completed, and on March 14, 
1926, forwarded a letter stating: “I am enclosing a copy of changes anj 
additions agreed upon at conference with engineers; we will agree to includ 
all of these corrections and additions; our agreement to do this is proof 


positive that it will be done.” on I 

Changes and additions to report as requested by Commission’s engineers aN stall 
were never made by Stewart. His original incorrect report was printed A 
and his excuse for doing same was that the corrections did not arrive in time Bur 
to be included in his publication. Not only are figures published in Stewart’; \ 
report incorrect in many instances, but statements throughout the report are fi 
not in accordance with facts. + 

Now the really interesting part of this story is that while Professor Him ‘*! 
Stewart was making this study, this impartial, scholarly and scientific Mm °"° 
study, of Ontario’s power, he was in the pay of the public utilities, and \ 
in the Federal Trade Commission’s exhibits will be found photostatic 


copies of his receipted expense bills and of checks given him by the North 


ess 
Central Electrical Association and the Minnesota Committee on the Re ( 
lation of Electricity to Agriculture. (Exhibits Nos. 1748, 1745, 1746, HM an 
1748, Part IV, pp. 271-89) ‘° 

Yet despite the fact that Professor Stewart was in the pay of the 
utilities in 1925 and 1926, the weekly letter issued by the joint com- i in 
mittee of the national utility associations of September 17, 1927, de HM fd 
clared: 

Since Professor Stewart was highly qualified to make this study, and 
approached the situation with a wholly disinterested standpoint, his con- tie 
clusions may be accepted as authoritative. (Exhibits, Part I, p. 365) tie 

Professor Stewart has been widely quoted and his testimony displayed 
in many newspapers beside the Portland one. He is, however, no longer a 
connected with the University, but has become president of a Minnesota i 
power company. 

Addressing the Public Relations National section of the National 
Electric Light Association in 1925, its chairman, Mr. M. S. Sloan, e 
declared: 

It is perhaps impossible to make our public relations work so inclusive 
that it will stretch from the cradle to the grave, but we can at least begin 


early with it and there is a particular need for furnishing correct informa- 
tion about our industry in the schools. School books in wide use all over 
the country have recently been analyzed. Many of them contain startling 
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tatements about public utilities. The pupil studying such material, 
pearing it discussed in the classroom, starts life with a warped and biased 
point of view regarding public utilities, and this point of view formed in the 
impressionable years of youth is only too likely to remain unsympathetic and 
sntagonistic through all future years. It is high time to be busy in furnish- 
ing correct information to the pupils in our schools wherever and whenever 


can properly be done. (Exhibits, Part I, p. 122) 


miss 


A survey in 1924 of all textbooks used in Missouri schools was sum- 
marized by Mr. J. B. Sheridan, Director of the Missouri Committee 
»» Public Utility Information, as “wholly valueless, and in many in- 


igineers MEE tances, poisonous.” (Exhibits, Parts V and VI, p. 333) 

printed And George McQuaid, Director of the Texas Utility Information 
in time Bureau, reported: 

ewart’s 


All textbooks used in the schools are more or less erroneous on the utilities 
ind generally on the fundamentals of economics. [He urged that the 
\.E.L.A.] interest . . . some proper textbook-writer in preparing an honest 


ofessor ME textbook on civies for use in the high schools of the country. (Exhibit No. 
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Mr. B. J. Mullaney, after a corresponding study in Illinois, found 
“nost of the textbooks as relate to the public utilities industry . . . no 
ss than poisonous....” (Exhibit No. 450) 

On October 28, 1924, Mr. Samuel E. Boney, Director of the North 
ind South Carolina Public Utility Information Bureau, wrote to the 
vice-president of the Roanoke Rapids Power Company: 


of the We are scanning the textbooks on civics and economics which are being used 
t com- in our colleges and schools. . . . Please, for the present, regard this as con- 
27, de- GM fidential for we are hoping through quiet and diplomatic measures to have 


some of these inimicable textbooks discarded. (Exhibit No. 590) 
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At a meeting of the Missouri Committee on Public Utilities Informa- 
tion, Mr. F. H. Jenkins, Chairman of the Education Committee, Na- 
tional Electric Light Association, stated: 


played Procedure of this committee necessarily must be very careful, but that 
Bi ine considerable groundwork had already been done to secure revision and re- 


writing of textbooks, treating the public utilities, used in the public schools. 
Exhibit No. 2960) 

Mr. J. B. Sheridan who had become Chairman of the Sub-Committee 
on Textbooks of the Educational Committee of the National Electric 
Light Association, presented to that body specific criticisms of the text- 
books used in the schools and pointed out the need for revision, saying: 
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Some of the textbooks state that public utilities are or were overcapi- 
talized, have “watered their stock,” and impose excessive rates upon their 
customers to enable them to make financial returns upon alleged capital 
investment which does not exist in fact. 


airmap 
Sarding 
ed, the 
rch 16, 
ves and 
include 
S proof 
| 


218 American Economic Association 


Some of the specific passages quoted as offensive are rather illuming. 
ing. In the annual report of Alfred Fischer for 1924 of the Michigan 
Committee on Public Utilities Information, he said: 

Let me give you a few samples of what is going into the minds of oy 
young people. I quote from a book used all over the United State. 
“Franchises were very valuable and were frequently secured by corrupti 
the City Council. Attempts to limit the privileges of public utilities corpor. 
tions have often been resisted by similar methods. Privately managed public 


utilities have, therefore, been a very potent cause of municipal corruption,” 
(Exhibit No. 8132) 


Another offending passage from the same book: 

There is little difference in the kind of activity involved in supplying 
sewers, streets, libraries, schools, and police protection on the one hand, and 
gas, water, and street railway transportation on the other. The line has beep 


drawn at the point where the possibility of profit to some individual appears, 
(Exhibit No. 3132) 


Several books by Professor William Z. Ripley, Professor of Eco- 
nomics at Harvard University, come in for condemnation. Of his book 
entitled Railroad Rates and Regulation, Volume 2, revised edition, the 
textbook analysis declares: 

Wherever it mentions electric railways, it does so in an unfavorable way 
and in connection with such matters as “overcapitalization,” “stock watering,’ 


abuses in rate making, weaknesses in regulatory practices. (Exhibit No. 
3473) 


Of the volume entitled Trusts, Pools and Corporations, likewise by 
Professor William Z. Ripley, the analysis declares, “its whole general 
tone is objectionable.” 

Of a book by Professor William Bennett Munro, Professor of Munic:- 
pal Government at Harvard University, entitled The Government of 
Cities, published by Macmillan Company, the verdict is, “Book as 4 
whole is bad.” (Exhibit No. 84738) 

On Professor Charles A. Beard’s American Government and Politics, 
the verdict is, “This book is one of the most objectionable ones in the 
entire list.” (Exhibit No. 3478) 

Passages declared objectionable are likewise found in The Elements 
of Economics by Professor Charles J. Bullock, such as, “Back of the 
boodle alderman, one always finds the respectable banker or eminent 
financier.” (Exhibit No. 3490) 

And in The Outlines of Public Finance, by Merlin Harold Hunter, 
Associate Professor of Economics at the University of Illinois: 


When the people began to realize the values of these rights [ franchises) 
which they had so lavishly bestowed and when they turned to correct the evil 
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ghich they had brought upon themselves, no weapon seemed so readily availa- 
ble as increased taxation. (Exhibits, Parts V and VI, pp. 1018-19) 

From The Citizen and the Republic, a textbook in government, by 
James Albert Woodburn, Professor of American History at Indiana Uni- 
versity and Thomas Francis Moran, Professor of History and Economics 
at Purdue University, which book is labelled “Bad.” ‘The book lists 
Orpors- MM ..vcral sources from which national campaign funds are derived. The 


me objection is to the fourth of the various sources, which is as follows: 

” 

= Private contribution by rich men and corporations who are interested in 
securing certain laws and policies enacted by the successful party. Cor- 
porations have been known to give generously to both party funds so as to 

pplying sand in well and get what they want whatever party is successful. Large 


nd, ani cempaign funds coming from hidden sources have led to serious corruptions 
as been inthe elections. (Exhibit No. 446) 


ppears, How the professors were rated and estimated appears in a good deal of 

the correspondence between directors of committees on public informa- 

f Eco Mae ton. Ina letter to Rob Roy McGregor, Assistant Director of the 

is book Mag Llinois Committee, Joe Carmichael, Director of the Iowa Committee, 
on, the 

Dear Mac: The University of Iowa ... is announcing a “Commonwealth 

Conference” ... at Iowa City June 27-29. They are to devote one after- 


He wey noon to... “Ownership and Regulation of Public Utilities.” The leader of 

ce this discussion is Charles E. Merriam of the University of Chicago. 

— What can you tell me about him? Is he inclined toward municipal owner- 
ship. Is he a radical or inclined to be fair? 

vise by To which Mr. McGregor replied: 

oe Answering your letter of May 28, concerning the conference to be held 

—_ at the University of Iowa, as to Charles E. Merriam of the University of 

funici- 


Chicago, I can only say “be prepared for the worst.” Specifically, he is 
ent of all wrong on the questions that you ask about. (Exhibits Nos. 423-424) 


kas The same Mr. McGregor described two ways of suppressing the of- 


fending textbooks: 


olitics, 
: One was getting at the thing locally right away and stopping it in the 
in the 
local schools and the other was reaching the authors and publishers and 
. also taking steps such as would prevent publication in the future of textbooks 
- containing misinformation. The latter is a very slow process, but has to 
of the 


be gone through with. The other... gets action in the form of the removal 
minent of the books from the schools of the city. . . . (Exhibit No. 448) 
So much for the textbooks. Now for the schools themselves. J. B. 


Sheridan, Chairman of the Subcommittee of the Educational Committee 
of the N.E.L.A., wrote: 


‘unter, 


chises! 


he evi Weare . . . disposed to regard work in the high schools as more important 
, than work in the colleges, because you catch the high school student who is 
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later to become the college student, and then you reach nine out of ten high 
school students who never do reach college. (Exhibit No. 464) 


And the schools were attacked with impressive completeness. Let y; 
examine the knowledge which it was sought to instill. 

One school pamphlet is entitled Electricitty—H ow It Is Made and Ho; 
Distributed. It was widely circulated throughout many states, ], 
the New England states, other than Connecticut, it bears the imprint of 
the New England Committee on Public Utilities Information. It ap- 
pears innocent enough. It tells of the wonders of electricity, how ele. 
tricity has abolished drudgery from the earth, giving something of the 
history of the discoveries in electricity, how electricity is made, ete 
Careful reading of this pamphlet along with others, however, disclose 
that certain basic ideas which might be considered by an unbiased per. 
son as somewhat controversial, are presented as fact. What are thes 
ideas? 

First, that the power industry is owned by the public, by its cus. 
tomer owners, by the small investors. It is not even suggested that the 
utility stocks that are offered the public seldom have voting rights. 

The Connecticut catechism is likewise very specific on the ownership 
of the utilities in the following words: 

Who owns the utilities . . . in all probability, you, the reader, are one 
of them. If you own a share of stock in any or more of them, you are. If 
you have money deposited in any bank, you are. If you carry life insurance, 
you are. (Exhibit No. 1052) 


Even the “widows and orphans,” familiar a generation ago during 
the period of frenzied railroad finance, reappear as owners. In the pan- 
phlet used in the Missouri schools, entitled, Electricity—Its Process of 
Manufacture and Distribution Pictured in Simple Language, we read: 

The public service companies are owned in large part by the people 
generally, by persons of small means who own in small amounts bonds and 
stocks of the companies. Regulation of this service, therefore, must be 
carried on with the interests of these investors in view, many of whom are 
widows and orphans. . . . (Exhibit No. 2618) 


Second, that plants and equipment must be large, and that units 
must be steadily growing larger. This is aimed, apparently, at munic:- 
pal plants, which, supplying limited territory, are obviously often 
smaller than privately owned plants which supply a larger territory. 

Third, the difficulties attending municipal ownership and its disad- 
vantages are stressed in the following words: 

Municipalities . . . seldom attempt the operation of the more progressiv¢ 
public services, such as the furnishing of light, power, gas, water, communis 
tion, and transportation, unless the community is too small for a private 
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smpany to operate at profit. In every case in which a community has at- 
mpted to operate a public service industry .. . like the above mentioned . 

* has been found that the costs of the service are higher than when the 
ervice is furnished by a private corporation. A study of actual returns for 
-vice rendered would not reveal this, for many municipal utilities are 
énanced from the community treasury, as well as from their actual income. 
The higher costs in such cases are therefore not reflected in the rates for 
service, but in the higher tax rates which the citizens of the community must 
pay in order to keep their utilities in operation. .. . Our largest and most 
progressive cities rely on privately operated utilities. (Exhibit No. 1052) 


The fourth idea is that utilities can earn no profits, and that the 

blic utilities business is in this respect unlike almost any other busi- 
ness in the nation. In conjunction with this is the idea that the utilities 
re strictly regulated both in the matter of rates and in the soundness of 
their securities as investments. 'To quote the pamphlet in question: 


In onc important respect, public utilities are unlike almost any other busi- 
ness in the nation. . . . Under the prevailing system of regulation, they 
in make no “profits” in the sense other businesses do. They are allowed to 
wrge only rates that will permit the earning of operating expenses, plus a 
ir return on the money invested in their properties. (Exhibit No. 175) 


And as to securities, the Connecticut School pamphlet states: 


Supervised by government, which is you, the operation of utilities is so 
regulated as to make them safe and desirable investments for insurance com- 
panies, banks, estates, small savers, and in fact, everyone. If the credit of 
the publie utilities were to be impaired and their service endangered, your 
money, which is in the form of bank deposits, insurance policies, or public 
tility securities, would be endangered, for even though you may not know 
it,much of it has been invested in utilities because utilities securities are one 
{the safest investments on the market. Banks, insurance companies, etc., 

> no chances with your money. They invest it where they know it is 

in utilities securities. So the destiny of the entire public and its busi- 
ness enterprises is intertwined with the destiny of its utilities. (Exhibit 
No. 1052) 


An indication of the wide scope of this education in the schools may 
ve gauged from a letter sent to all city and county school superinten- 
dents in the state of Tennessee by Guy P. Newburn, Director of the Ten- 


nessee Public Utilities Information Bureau, the opening paragraph of 
which reads: 


We are enclosing herewith a set of pamphlets prepared by this office and 


designed for use of students throughout the state, particularly those in oral 
English, “ere civics, physics, and current topics, and also for use in 
debating. (Exhibit No. 2997) 
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Speaking of debating, it is striking to see with what close interest 
school debates are watched. Mr. J. B. Sheridan, the Director of the 
Missouri Committee on Public Utility Information, writes on January 
10, 1925, to Mr. A. T. Perkins of the United Railways, St. Louis, as 
follows: 


Dear Colonel] Perkins: May I venture to direct your attention to the 
attached clipping from the St. Louis Globe-Democrat, issue of January 10, 
which you no doubt have seen. 

If it were not the second time within three years that municipal owner 
ship of electric railways was the subject of debate between teams representing 
the St. Louis high schools, I would not bother you with this communica. 
tion. 


I have recently completed a survey of standard textbooks upon civics and 
economics used in the public schools in several states, and a survey of edv- 
cational tendencies in the schools, and I am irresistibly driven to the con- 
clusion that the chief effort of the public schools appears to be manufacture 
and production of socialists and communists. 

Personally, I would like very much to ascertain the means employed to 
initiate, manage, and judge these debates in the public schools. 

The debates are carried on very quietly, little or no newspaper publicity, 
but are usually well attended by parents, etc. I have noticed, too, that 
the side which advocates municipal ownership always gets the decision of the 
judges. I do not know if the judges are of the same personnel in each debate. 
(Exhibit No. 2978 

In the reply, Mr. Perkins, after careful inquiry, states of one of 
the judges, a professor whom he names, that “nobody could be more 
strongly opposed to Fae 8 ownership” than he, but that he (the pro- 
fessor) had informed him that “the award of the judges had nothing 
to do with the me ‘ts? of the question itself, but to the fact that the 
winning team had an “unmeasurably greater number of points in the 
manner of presenting” its arguments, and that the judges could do 
nothing else but give the municipal ownership side the award. 

Steps were then taken to see that all school teams debating the pr- 
vate ownership side should be supplied with material. 

The Federal Trade Commission’s testimony is filled with reports show- 
ing how completely the schools were covered and pages and pages are 
devoted to correspondence between the directors of public utilities infor- 
mation and school principals and school superintendents. In an over- 
whelming number of cases, there was apparently complete readiness on 
the parts of the schools to accept this material and to be unaware that 
it harbored any purpose other than to teach the children what was 
implied by the titles of some of the pamphlets: The Romance of Gas, 
The Romance of the Kilowatt, The Romance of Electric Light, The 
Romance of the Trolley, etc. 
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It is true that these romances were, as a romance should be, sur- 
rounded by a certain glamour which concealed any ulterior purpose. 
The executive manager of the Rocky Mountain Committee on Public 
Utilities Information, Mr. W. C. Sterne, in 1924, wrote to Mr. M. H. 
Aylesworth, executive manager of the National Electric Light Associa- 
tion, apologizing for these pamphlets: 


Please do not look upon our romance stories as something which we 
regard as our best effort. Frankly, these booklets do not entirely meet our 
desires. . . . Rather they constitute a “bread-pill,” being designed for the 
perusal of educators who are somewhat chary of our intentions in going 
before students. Necessarily, our initial efforts had to provide something 
that would demonstrate that we are not trying to peddle a lot of pure propa- 
ganda. (Exhibit No. 1864) 


And while not affecting the schools, yet carrying out the same general 
purpose of “catching them early,” was the work with Boy Scouts and 
Girl Scouts, thus vividly outlined by E. C. Deal of the Electric Bond and 


Share Company: 


In personally working with the Boy Scouts, I have watched with a great 
jeal of pleasure and satisfaction the splendid results that accrue to the com- 
wunity as a whole. ... It is, in my opinion, the surest, quickest way, and 
most effective antidote for radicalism in America and no one is in a better 
position to promote work of this kind than those who are thoroughly experi- 
enced and seasoned in dealing with the public, such as the trained official 
of a publie utility company and his various assistants who constitute points 
of contact between the company and the public. 

The general manager should identify himself with the Boy Scout move- 
ment... and should encourage some of his lieutenants to become scout 
executives, scout masters, etc. (Exhibit No. 2719) 


After quoting the Boy Scout oath (On my honor, I will do my best— 
1. To do my duty to God and my country, and to obey the scout law. 
2. To help other people at all times. 8. To keep myself physically 
strong, mentally awake, and morally straight), Mr. Deal continues: 


You can readily see that there is a whole sermon in this oath and the 
splendid invitation it offers scout executives and committee members whose 
duties require them to talk to the boys individually and collectively, to 
ecture them on good citizenship, and especially the essentials involved in 
iealthy public relations. A public utility official is always in demand by the 
voys for lectures of this kind. ... The knowledge of this good work and 
information as to who is responsible for same, soon finds its way into every 
tome and is deeply appreciated by all boys and their parents, hence the 
denefit that can accrue to the public utility company through the activity of 
ts officials . . . in this work. . . . Similar good work can be done through 
-. . Girl Scouts. (Exhibit No. 155) 
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And finally, after the schools, we get down to the kindergarten, In 
his report as chairman of the public relations section of the N.E.L.A,, a 
its convention in 1926, Mr. M. S. Sloan reported: 

This section has printed a thirty-two page book, printed in color, fo 
children. It is entitled The Ohm Queen, and is intended to tell the story 
of electrical service in the home, particularly to the young people who ar 
such an important element in our homes, and who will be the customers, the 
investors, the voters, and the law-makers of the future. (Exhibits, Par 
I, p. 124) 


The printing of samples of this juvenile amounted to five thousand 
copies, and the first regular printing, four hundred thousand copies, 
(Exhibits, Part I, p. 408) 

Leaving the children, let us turn tothe women. They provided a most 
fertile field for the dissemination of the new education. Said Mr. J. F. 
Owens, at the 1924 convention of the National Electric Light Associa- 
tion: 

It is about time we awoke to the fact that through women’s clubs and 
through the cultivation of the women in the women’s clubs, we have one of 
the greatest avenues for the dissemination of correct information relative to 
the public utility and of nullifying incorrect information. (Exhibit No, 12) 


At the same meeting, Mr. H. T. Sands, Chairman of the Public Re 
lations Section, stated that requests had been made of the committee for 
representatives to appear before women’s organizations and to speak 
on the electric light and power industry. Mr. Sands said: 

I know of no other phase of our public relations work that gives promise 
of larger returns in public good will than the work of this committee. (Idem) 


In the 1926 convention, the Women’s Committee reported: 

One of the most popular and successful forms of entertainments to out- 
side groups of women, and one that could be most profitably instituted in 
many other companies, was the holding of company “at homes” and teas. 
These helped to establish sympathetic contact between the women of the 
community and the utilities. (Exhibits, Part I, p. 110) 


How the women’s clubs and other clubs were worked was interestingly 
revealed by the chairman of the Northern Indiana Public Service Com- 
pany who, in a report to the Women’s Committee for the year 1925-26 
to the Public Relations Section, gave this counsel to the assembled edu- 
cators: 

Club memberships afford an excellent means of public contact. There 
are communities where this committee has representation in every women $ 
club. This facilitates appearances before local and outside groups for the 
presentation of utility facts and information. Many of our women hold 
offices in these clubs, and it is worthy of note that in one city of this division, 
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the women’s committee organized the Business and Professional Women’s 
(lub. Subscriptions to memberships in local clubs by individual com- 
panies might prove a very profitable expenditure. (Exhibit No. 212, 1061A) 


en. In 


»A., at 


And this practice, too, was widely followed. The activities through 
yomen’s clubs, likewise included the paid employment of the president of 
the General Federation of Women’s Clubs to write articles prepared in 
ers, the MM .ollaboration with the utilities, which were then placed in some of the 
S, Par leading magazines of the country. (Exhibit No. 3821, Part VII, pp. 

910-214) The practice of writing articles for locally prominent women 
ousand Mf whose signatures carried prestige in the community was also followed. 
copies, a (Exhibit No. 1639) 

However, despite the frequently avowed purpose and policy to “pub- 


lor, for 
story 
vho are 


a most ME lish the truth and circulate it widely,” and the particularly expressed 
. J. F, Bg appreciation of women as furnishing “one of the greatest avenues for 
ssocia- ME the dissemination of correct information relative to the public utility 


industry and nullifying incorrect information,” (Exhibit No. 12) the 
bs anj record shows some extraordinary instances of denying a considerable 
one of a ond important group of women, eager seekers for light, the information 
itive to MB they sought. 
Yo. 12) A frantic correspondence arose early in 1928 between Mr. George 
ic Re- Oxley, Director of the Department of Public Information of the 
\.E.L.A., Mr. J. B. Sheridan, and other utility publicity men, upon 


ea the discovery of a questionnaire on light and power issued by the Na- 
tional League of Women Voters, through that organization’s living costs 
committee. And the recommendation of these committeemen on public 
Ten) information was couched in the following words of one of the utility 
executives : 

I have looked over the questionnaire on domestic power rates, together 
to cut MM vith the supplemental sheets thereon, and it strikes me that this was 
ited in prepared by some one more or less familiar with the entire subject. I can 
d teas. see nothing of any material benefit which can be secured through the use 
of the of the questionnaire by the league, but suggest that you get out a letter 

to all electric utility members ... in which you state that it is rec: mended 

tingly that they ignore the questionnaire and do not fill it out or suppiy the in- 
‘Cen formation. (Exhibits, Parts V and VI, pp. 476, 477) 

And at this point, it is pertinent to examine a little more closely just 

whet kind of information these educators and publicity experts were 

| eager to supply and what they were somewhat more chary about furnish- 

_. ng Perhaps the key to a widely prevailing attitude of mind among 


ee iem may be found in a now more or less famous formula for the politi- 
+ hold cal education of the American people. It was devised by the assistant 
vision, director of the Illinois Committee on Public Utility Information, an 
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employee of Samuel Insull’s who was asked by his chief, the directo 


yor: 
of the committee, likewise an Insull employee, what arguments he wo a 
use if running for the nomination for United States senator against im few 3 
a man whose speeches indicated a leaning toward public ownership, and F 


To this, the Assistant Director, Mr. Rob Roy McGregor, replied, iam the ™ 
“My idea would not be to try logic or reason, but to try to pin the Bol- 


shevik idea on my opponent.” That recipe, and the psychology whic “s 
prompted it, are encountered frequently in the material we are examin. ‘ ‘ 
ing. 

The request for that information and the formula itself of cours - 
originated in the office of the utility magnate who unsuccessfully at. tag 
tempted to purchase a seat in the United States Senate for one of his Bols 
henchmen. I refer to the case of the lamented Frank L. Smith, who as 
while Chairman of the Illinois Commerce (Public Utilities) Commission a 
accepted a gift of $125,000 from Mr. Samuel Insull to aid him, Smith, ad 
in his campaign for the Senate. That his seat in the Senate was denied ot 
him and his election invalidated by a majority of the Senate on the a 
ground that the election was “tainted with corruption and fraud,” js am 
now a matter of history. to +] 

Before leaving Mr. McGregor and his associates, a further example hs 
of their efforts to shape public opinion is revealed in a letter from Mr. ,,.., 
McGregor to Mr. Mullaney, dated September 15, 1926, at about the T 
time when the payments of Mr. Insull to Mr. Smith were becoming HM... 
known. Here is the letter: sing 

My dear Mr. Mullaney: With reference to the forthcoming meeting of An¢ 
municipal officials in Rockford on September 23, for the purpose of further Hy "““ 
agitation of “home rule” of public utilities in Illinois, I am enclosing » im &* 
clipping pertaining to the subject which has appeared in several Illinois (im Th 
papers. It is credited to the Associated Press. nea 

Regardless of what effect this meeting may have on the passage of the ~3 
terminable permit measure, it is an attack on the public utilities and will ‘ 
be productive of unfavorable newspaper comment. If the A.P. considers HM... 
Andrews’ announcement that there will be a discussion of utility executives pal 
contributions to Frank L. Smith’s campaign fund of sufficient importance to Hi ¢ 
publish it, it is probable that they will consider the discussion itself as 4 th 
source of news. If the unfavorable statements which will emanate from this 
meeting are unrefuted, the fairest-minded reporter cannot help giving an , : 
account which will be unfavorable to the utilities. At the same time, » Mt 
little debate by municipal officials will make a much better story than resolu- of 
tions condemning state regulation of public utilities. of 

In view of this, I believe that officers of public utilities, operating outside 
of Chicago—for examples, Mr. Bradley, Mr. Gschwindt, Mr. MacDonald, fo 
Mr. Alexander—should personally get in touch with one or more prominent th 
municipal officials whom they know personally and whom they know to be M 
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fgvorable to the utilities, and arrange for these officials to attend the Rock- 
ford meeting. These officials would not have to chainpion the utilities—a 
few adroit questions would stop a stampede, bring a time-killing discussion, 
snd provide much good copy for the newspapers. It would certainly cloud 
he main issue in the newspapers’ stories. . . . (Exhibit No. 196) 


Indeed, the essence of this propaganda was to discredit any and all 
attempts at public ownership and operation of utilities—federal, state, 
or municipal—to do everything possible in the matter of the two great 
pending power projects, Boulder Dam and Muscle Shoals, to see that 
these were turned over to private operation, to condemn, as demagogues, 
agitators, theorists, “pinks,” “radicals,” socialists, Communists, and 
Rolshevists, those who held opposing views. On the other hand, we have 
already seen the positive ideas about the ideal state of present private 
ownership, the implication that rates have through state regulation 
reached an almost irreducible minimum, that “holding companies”— 
which term is itself a misnomer and which should be replaced by the 
term “investment companies”—fulfill an essential and invaluable func- 
tion. (Exhibit No. 1089) In short the propaganda is dedicated both 
to the destruction of municipal plants and to a maintenance of the sta- 
tus quo in the matter of regulation and financial structure of privately 
owned utilities. 

The effort to indoctrinate the nation along these lines was enormous 
in scope. Millions upon millions of pieces of literature, ranging from 
ingle-page fliers to bound volumes have been printed and circulated. 
And as we shall see shortly, when we discuss the press, the object of 
much of this literature was to gain further currency for the ideas propa- 
gated, through republication, as news items or as the bases for editorials. 
Thus one exhibit, No. 1016, shows the printing and distribution of 
nearly twenty-three million pieces of literature—22,982,810 to be exact 
-at a cost of $115,807.08. ' 

Some of the individeal printings were enormous—5,116,125 copies 
each were printed of the following pamphlets: Why Did 860 Munici- 
pal Plants Close?, Service at Cost, All in Favor of Paying More Tazes 
Say “Aye,” Muscle Shoals. Of the so-called Bruce Barton stuffers, 
nine million sets were printed. 

Another «bit, No, 841, shows the printing of 2,072,700 pieces of 
literature—none of these included in the foregoing—and the distribution 
of 2,061,422. And these represent only a part of the total production 
of printed material. 

Apart from the literature sent out directly by the various utility in- 
formation committees, and the publicity departments of the utilities 
themselves, were twenty-one million messages to policy holders of the 
Metropolitan Life Insurance Company, signed by Haley Fiske, Presi- 
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dent, the purport of which was that the company had invested heavily I 
in public utility securities and how any unfair treatment of the utilitig fmm #" 
would be reflected on the mass of the people. (Exhibit 1088) Qj t" 
cross-examination, it developed that the originator of these messages was apt 
Mr. George F. Oxley, Managing Director of the National Electric Light by 
Association. (Part III, pp. 222-3) div 
In addition were the various bulletins and clip-sheets sent out weekly fam | 
by the state information committees.* Then there were special publica. anc 
tions,” pamphlets,’ ‘a book,* and a great variety of other publication fm © 
the mere enumeration of which would be extensive. By 
Then there was the platform. As early as 1922, in an address to th Mm ° 
N.E.L.A. Convention, Mr. Martin J. Insull, Chairman of the Publicfa "=" 
Relations National Section, said: 
A public speaking committee was formed to organize through the geo- “ 
graphical divisions, a bureau of public speakers, national in its scope, and 
dealing with subjects pertaining to the electric light and power industry. rei 
(Exhibit No. 8) Ch 
1A few of the titles of the articles they contained are suggestive: “Government be 
Ownership Advocates Shade from Deepest Red to Mauve”; “High Cost of Living in 
Noticeable in Cities that Operate Utilities”; “Russia Tried It, Too”; “Government } 
Interference in Business a Growing Menace”; “The Bogey of ‘The Power Trust’’; ” 
“Government Ownership Would Increase Taxes by Billion”; “Utilities of Today Ps 
Belong to People, Says Galena Editor”; “Ownership of Utility Industry Is in People’; 
“It Was a Failure—Municipal Ownership Plant Given Away”; “Municipal Owner. 
ship Is Biggest Drag Civilization Has About Its Neck, Says Mayor”; “Do You 
Love Your Home?”; “Municipal Plants Fail”; “Boost Municipal Street Car Fare su 
to Ten Cents”; “Need Holding Companies to Save Small Towns Farms, Says | 
M. J. Insull”; “Denies Power Trust Tale, Warns Against Socialistic Moves”; “Unfair bi 
Attacks on Public Utilities Hurt People’s Savings, Says Haley Fiske”; “Socialism ok 
Means Death to Initiative”; “Taxpayers Are Asked to Buy Utilities for Politicians’; 4. 
“Higher Rates Would Pay Consumer Well”; “Italy Awakening, Rejects Socialism’; ul 
“Government ;Control Fails, Russ Chiefs Admit”; “Would Plunge Utilities into th 
Politics”; “State Regulation Best, Says University of Illinois Professor”; “Profit, I 
an Item Hard to Find in Utilities’ Books.” (Exhibits Nos. 548, 549, 3033-3040, . 
8043A, 3044, 3056, 3085, 3613-3616) p 
*Honorable Harry M. Daugherty, True Public Ownership. (Exhibit No. 3089) 
Samuel S. Wyer, Niagara Falls: Its Power Possibilities and Preservation, Mr. P 
Wyer is a hydro-electric engineer. This study was initiated by the N.E.L.A. which ¥ 
appropriated $3,000 for the purpose. Mr. Wyer testified before the Federal Trade . 
Commission that the association’s committee lost interest when it discovered from his ‘ 
work sheets that he had merely “gotten together the fundamental facts,” and although d 
these were, in his opinion, unfavorable to government ownership as illustrated in On- 6 
tario, he was unwilling to draw conclusions and make recommendations. “What the . 
committee wanted,” testified Mr. Wyer, “was a snappy report against government 
ownership.” Nevertheless the report was printed by the Smithsonian Institute, the : 
first printing being five thousand copies. The costs were borne by the Duquesne 
Light and Power Co., of Pittsburgh, totaling $15,890, of which $9,700 was for Mr. t 


Wyer’s services, $5,790 for his expenses, and $400 interest since there was delay in 
the payment. (Exhibits 718, 1181, 1182; Part III, pp. 365, 366, 445, 446; Part IV, 
pp. 197-213, inc.) The Murray and Flood report comparing the government owned and 
controlled power with privately owned and regulated electric utilities in Canada and 
the United States, for the preparation of which the N.E.L.A. paid Messrs. Murray 
and Flood $8,830, and printed ten thousand at a cost of $13,800. (Exhibit No. 38) 

* Pamphlets by Dr. Frank Bohn. (Exhibits Nos. 992, 1159, 1160) 

‘Ernest Greenwood, Aladdin U.S.A., published by Harpers. (Exhibit No. 875) 
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By 1924, in the report of the public speaking committee of the Na- 
“onal Electrie Light Association, we find that this committee alone had 
:hrough its speakers addressed over six thousand audiences, aggregating 
approximately nine hundred thousand people, not counting those reached 
py speakers sent out by other committees, by speakers sent out by in- 
vidual companies, or reached over the radio. In 1925, the number 
of audiences had risen to ten thousand with an estimated total of one 
and one-half million auditors. By 1926, the number of talks had risen 
+) 18,423, with an estimated total of two and one-half million auditors. 
By 1927, these figures, according to the committee report, had risen to 
30,284 speeches, to a combined audience of nearly four million. (Ex- 
hibits Nos. 13, 15, 1514, 1017) 

In making his report, Mr. Vivian, Chairman of this Committee, after 
detailing the progress made, said: 


The program of public speaking contemplated that at least once each 
rear some phase of our story shall be told before Rotary Clubs, Kiwanis 
Clubs, Lions Clubs, Civitans, Optimists, A.B.C., and all other clubs, Cham- 
bers of Commerce, trade associations of all kinds, seventh and eighth grades 
in the schools, some eight or ten talks to be given each year in every high 
school, college, business and over the radio, and other groups. (Exhibits, 
Part I, p. 133) 


Meanwhile, the power companies and information committees also 
succeeded not only in getting their own paid speakers before the public, 
but in preventing those who desired to present an opposing view from 
obtaining a hearing. For instance, Mr. John B. Sheridan, in charge of 
the propaganda in Missouri, was able through advertising pressure on 
the newspapers to prevent Carl D. Thompson of the Public Ownership 
League from appearing on a Chautauqua circuit. The various local 
power company managers induced the editors of certain Missouri news- 
papers in the towns where Mr. Thompson was scheduled to speak to 
write letters protesting against his appearance, and one of the company 
managers reported to Mr. Sheridan that “editors had promised to con- 
demn him [Thompson] in editorials.” (Exhibits Nos. 2660-65, 2668, 
2671-2714, inc.) 

Another great aid was a speakers’ handbook which was reported 
upon in the N.E.L.A. Convention in 1926 which gave all the material 
that any well-informed public utility speaker need have, including for 
instance a speech which is marked “to be given before the civic classes 
of the fourth year high school,” on “Regulation, Valuation and Rate 
Making for Public Utilities,” the author of which was no less an ex- 
pert than Mr. Martin J. Insull himself. (Exhibit No. 14) 

Mr. Vivian, previously alluded to, also discussed the problem of “how 
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to secure opportunities to speak, and where speeches should be made” 
in the following words: 


This is an important activity and an easy one. Members of our industry 
are represented in practically every organization and their advice and sug- 
gestions are sought in arranging programs and securing speakers, It ; is, 
therefore, easy to arrange for a public utility speaker. With schools anj 
educational institutions, it is necessary to go to the president, superintendent, 
or principal and clearly explain the importance of our program. ... Whil: 
there should be no let-up in our public speaking activities before eivie or- 
ganizations, still we believe high schools and colleges are our most fertil: 
field. (Exhibits, Part I, p. 134) 


One of the problems which confronted the utilities, and which they 
have since solved was ably presented, together with its solution, at the 
1926 N.E.L.A. Convention by Mr. George E. Lewis, Executive Man- 
ager of the Rocky Mountain Committee on Public Utilities Information, 
Said he: 


The great difficulty at first was telling the story in such a way that it 
would be listened to. Being just average humans, utility representatives were 
loath to get on their feet and make talks in public. And after they managed 
to struggle to their feet, they didn’t know what to do with their hands. Their 
voices failed them; their tongues clacked. They tried to moisten their 
fevered lips, but their dry as dust tongues afforded no relief. 

No matter how well these men knew their goods, they weren’t able to 
sell them to their customer audiences. Often they left an impression of in- 
sincerity, and their talks Jacked conviction. . . . 

Three years ago the Rocky Mountain Committee on Public Utility In- 
formation organized a speakers college in Denver. Professor Bertrand Lyon, 
one of the country’s foremost in public speaking, was retained as a critic 
and teacher. The class met every Monday night for two hours. 

The first year, eight or ten men joined the class. Several quit under fire, 
for the professor was retained to criticize and instruct, not to give unfounded 
praise. The second year the class reached twenty. 

The college has just been opened for its third term, with an attendance 
of more than forty. Half of those in attendance were members last year 
and the year before. This year, there are six girls, members of the Women’s 
Committee. 

Utility managers from half a dozen cities and towns adjacent to Denver 
are included in the speakers’ class. Every Monday night, by motor and 
by train, these men go to Denver for instruction. As a part of its activities 
the Rocky Mountain Committee regularly furnishes speakers for universities 
and high schools. They are recruited from the committee’s speaking ccl- 
lege. . . 

The public utility story is not only being well told in Colorado; it is 
being more frequently told. 
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In every state, an effective speakers’ organization has been functioning 
slong the lines already indicated. Not a club, not a group, not an op- 
portunit y where a few are gathered together, either in the name of social 
or fraternal intercourse, business or any other purpose, has been over- 
looked. 

An interesting glimpse of the technique was revealed in a memoran- 
jum by Mr. J. B. Sheridan for a report to the public relations section 
meeting of the American Gas Association: 

Secretary of Missouri Committee [that was Mr. Sheridan himself] travels 
by auto over state, meeting newspapermen, operators, high school principals, 
mayors, legislators, ete., as he goes. When he gets to a town, he usually 
yrites a nice interview with himself boosting the town, the country there- 
about, the high school principal, points out the great opportunities the city 
he is in has, compliments its people generally and then drags in a little 
utility matter at the end. 

The small city papers usually print this stuff on the first page, and many 
large papers give it prominent position. It makes friends for the utilities. 
From time to time the secretary drops in with the local operator to the 
Rotary Club, Kiwanis Club, Commercial Club, etc., and when introduced, 
makes a short talk, boosting the city and its citizens, alludes to the neces- 
sities of the utilities, cracks a few jokes, pays a few compliments, and sits 
down, a matter of four or five minutes. We find this personal touch with 
the editors, operators and people very valuable. It gets the utilities much 
publicity and wins them many friends. (Exhibits Nos. 2879, 2880) 

Likewise there were illustrated lectures, notably one with lantern 
slides, entitled “The Romance of Power” given throughout the country 
by Mr. Charles M. Ripley of the General Electric Company. 

And there were lectures illustrated with motion pictures, and motion 
pictures themselves such as one called “The Spirit of Service,” which 
the member companies were urged to make use of “before boards of 
trade, Rotary clubs, church organizations, civic bodies” as well as “in 
many cases to arrange with the management of motion picture houses 
to put the film on as part of the regular entertainment.” (Exhibit 984) 
Other motion pictures were made especially “for use . . . in high 
schools.” (Exhibits, Parts V and VI, p. 324) 

Then there was a set of twenty-six “public utility films” produced 
by The Society for Visual Education, itself initiated by one of the 
utility operators, which films were produced “from the standpoint that 
public utilities must be privately owned . . . to obtain the greatest 
ficiency in operation.” (Exhibits Nos. 878, 379) 

And besides the silent drama, there was the legitimate stage. The 
Oklahoma Public Utility Speakers’ Bureau in 1927 reported as valuable, 
“playlets illustrating some of the causes of misunderstandings and show- 
ing how these can be removed.” (Exhibit No. 2589) 
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Then there was music. Bulletin No. 28 of the same bureau reports. 


Musical organizations are maintained by several companies, some of thes of t! 
composed entirely of girls. An outstanding example, is the Oklahoma G,; I 
and Electric Company's girls’ quartette, which is singing its way into tl wes 
hearts of people who hear them. (Exhibit No. 2589) Y 

Nor has the great silent and unseen audience, not gathered anywher: fam 2 
but sitting in the homes of the nation, been overlooked. Said Mr 4m"? 
B. J. Mullaney at the 1925 N.E.L.A. convention: Par 

The use of the radio in the broadcasting of information and advertising 7 
concerning the electric industry is steadily increasing. Several important whi 
companies own and operate broadcasting stations. (Exhibits, Part I, p. 143) can 

For the education of their own speakers, including radio speakers, tor 
much effort was expended. Exhibit No. 169 by the Illinois Committe anc 
on Public Utility Information gives a series of “good introductions” for of 
public utility speakers telling them how to capture and hold the attention ~ 
of an audience. One sample will suffice: wwe 

Here is a short introduction, humorous, especially good before a radio ~ 
audience, an audience hard to catch and to hold the attention of. This 
introduction gets a laugh on the speaker, brings him on the level of the tol 
audience, and the hearers feel that he is not above them for it strikes com- ste 
mon ground. The humor is not for itself alone, but to catch attention and ou 
to help put the message across, it must be connected to the theme of the pa 
speech. The speaker himself shows the relationship between his introductor; . 
story and the rest of his talk. ™ 

Now here is this “sure fire” introduction as prepared for speakers at 
who are to capture your attention: 

Governor Smith, of New York, was recently invited to address the in- a 
mates of Sing Sing prison. “Fellow citizens,” he began, and then remem- = 
bered that nobody in the audience had citizenship. So he tried again: “Fel- of 
low criminals,’ he stated, but realized that for a presidential candidate, 
that would be meat for an investigation committee. Stumped as to the exact 


word to use, he dodged the issue and with a smile began again: “I am glad 
to see so many of you here!” You can well imagine the din that followed. 

I am somewhat in the same position at this moment so I am simply going 
to address you as “fellow radio listeners” wondering just what is coming over 
on the subject, “You and Your Public Utilities.” 


Another field for the new education may be listed under the head of 
“Customer Ownership.” In 1926, Mr. Martin J. Insull, addressing 
the N.E.L.A. Convention, as Chairman of the Public Policy Committee, 
said: 

Notwithstanding the splendid showing, it might have been better had it 
not been that some of the companies overlooked the many advantages of 
customer ownership, other than that of raising money. (Exhibit No. 14) 
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What the chief of these other advantages was appeared in a report 
of the customer ownership committee, in which it was stated: 
In the day before customer ownership, the utility in its public relations 
was hpeageteate! on the defensive. ... Ownership of these utilities has passed 
ain Street. Our first thought of customer ownership is as to its value 
Se relations. . . . Customer stockholders should constitute a bulwark 
if protection for the utility against unwarranted political attack. (Exhibits, 
Part I, pp. 209, 213, 220) 


The value of the army of customer owners for combatting anything 
«hich the utilities consider dangerous and for removing from the Ameri- 
can vocabulary such distorted and libelous phrases—libelous and dis- 
torted according to the utilities—as “power trust,” “electrical trust,” 
ind “huge profits” (these expressions are quoted directly from the words 
of Chairman Sloan, of the Public Relations National Section) and the 
manner of mobilizing these customer owners was shown in a series of 
twelve messages presented by the Public Relations Committee intended 
‘o be sent out monthly by all companies to their customers. 

“4 second series of four messages has been prepared,” Mr. Sloan 
told the assembled manufacturers of light, “intended to be sent to 
stock-holders with dividend checks. In these messages,” he pointed 

it, “the subject is approached from the view of self-interest on the 
part of these partners in our industries.” 

Frequent allusion may be noted in all discussion of the customer 
wners, to their potential services against what is termed “political 
attack.” Sometimes a synonym for political attack is “rate agitation.” 

Finally, let us turn to the press. Among the instructions to execu- 
tives of all important companies, that is to say, of all electric utility 
executives, issued by Mr. George F. Oxley, Director of the Department 
of Public Information of the N.E.L.A. was: 

In order to make this campaign (that is to say, the educational campaign) 
effective, it will be necessary for the executive of every member company 
to enlist the support of every newspaper within the territory his company 
serves. 

Have you established a close contact with the editors of your local 
newspapers? 

If not, you should do so immediately. (Exhibit No. 42) 


The methods of establishing close contact were multiple and various. 
‘ common denominator of virtually every information committee was 
a weekly bulletin or clip-sheet which was mailed to every editor with the 
jective of having some of this material printed, as news, as feature 
material, as editorials, or used as the basis of editorials. .In every 
bureau, we find its director clipping, pasting up, measuring and, with 
some pride, reporting, either to his superior or at the next monthly or 
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annual meeting of the section or division, the number of column inches, 
and of full columns of free publicity which he had succeeded in getting 
published. 

Likewise, Mr. George E. Lewis, Director of the Rocky Mountaiy 
Committe on Public Utility Information, reported in 1925: 

The Rocky Mountain Committee already enjoys the confidence of hundreds 
of newspapers in New Mexico, Colorado, and Wyoming. It enjoys the 
friendship of dozens of editors. It has taken three years of effort to estab- 
lish this relationship. It will be necessary to capitalize this confidence and 
friendship during the next few years. To that end, every utility in the ter. 
ritory must lend its assistance. 

A tremendous change has taken place with respect to the policies of most 
newspapers as a result of our work. . . 


Mr. Bernard J. Mullaney of the Illinois Insull Publicity Organization 
had a somewhat different approach: 

We are trying to promulgate the idea rapidly among the newspapers that 
public utilities offer a very fertile field for developing regular, prompt paying, 
customers of their advertising columns. When that idea penetrates the United 
States, unless human nature has changed, we will have less trouble with the 
newspapers than we had in the past. 


Human nature apparently had not changed! Advertising to win 
over editors proved an important contributing factor in the implantation 
of the utility viewpoint into the editorial sanctum. 

Mr. Guy P. Newburn, Director of the Tennessee Public Utility In- 
formation Bureau, reported in 1928 that it had set aside a fund of 
$3,000 to be spent for advertising in the weekly papers, saying: 

Advertisements . . . have been carried in more than one hundred papers 
in Tennessee. These were placed during a personal call upon the editors, at 
which time occasion was taken to discuss the matter with the editors and 
place before them the facts as we see them. ... As a result of these adver- 
tisements and our personal contact with the editors, we have received a very 
large number of favorable editorials. 


The only unfavorable editorials, he stated, were in the two Scripps- 
Howard papers in Tennessee, and in the Nashville Banner. (Exhibit 
No. 8010) 

In Missouri, this policy was so succesful that seven months after it 
had been inaugurated, Mr. Sheridan was able in September, 1922, 
to write to a fellow utility press agent in another state: 

We were successful . . . in increasing the amount of advertising which had 
been done in the state. This had a splendid effect upon the editors. .. . The 
result is that we now stand very well with the editors, and the press of the 
state. I may say that the newspapers are 99 per cent with the privately 
owned public utilities. ... (Exhibits, Parts V and VI, p. 236) 


286 American Economic Association 


A 
six | 
succ 
has 
cons 
T 
hap 
othe 
con 
case 
by 
pap 
( 
Jur 
Ex 
pie 
in 
pay 
pal 
Mi 
po 
E 
de 
ca} 
by 
lib 
Ci 
0) 
D 
9 
b 


ches, 
tting 


ntain 


dreds 
S the 
>stab- 
e and 
e ter- 


most 
ation 


that 
ying, 
nited 


h the 


Win 
ation 


y In- 
id of 


apers 
rs, at 
and 
dver- 
very 


Ipps- 
hibit 


er it 
922, 


had 
The 
f the 


ately 


Power and Propaganda 235 


After six years of such laboring in the vineyard, in 1927, the public 
uilities were able to report that there was only one paper out of the 
jx hundred in Missouri—the St. Lowis Post Dispatch—which had not 
succumbed to their blandishments. 

“The Kansas City Star,” wrote Mr. Sheridan to Mr. Oxley, “which 
has been inclined to be severely critical in the past, has taken a most 
conservative attitude in the past six months.” (Exhibit No. 2951) 

The really insidious thing about this whole utility propaganda per- 
haps stands out more clearly in connection with the press than with 
other phases, though characteristic of all of them. It centers in the 
concealment of origin, in the inability of the consuming public— in this 
case, the newspaper reader—to tell where the goods came from, to know, 
in other words, who is talking. Editorials inspired or actually written 
by power company representatives and then appearing as the news- 
paper’s own, are legion. 

One typical example may be cited. Mr. J. B. Sheridan wrote on 
June 13, 1928, to an official of the North Missouri Power Company at 
Excelsior Springs, Missouri, asking him to use his influence to get a 
piece of copy which he (Sheridan) had written and enclosed, printed as 
an editorial in the local paper. 

Mr. Sheridan wrote as follows to the local utility magnate: 

The reason I desire to get this editorial printed as coming from the news- 
paper itself is that I want to reprint it as a special bulletin, credit the news- 
paper in which it appeared with it, and distribute it to all newspapers in 
Missouri that the editors thereof may get a sound understanding of the im- 
portance of the public utilities to the welfare and development of the state. 

Exhibit No. 2908) 


The local power executive had sufficient influence to bring about the 
desired result and the June 15 issue of the Excelsior Springs Standard 
carried the editorial entitled “The Real Value of Public Utilities.” 

It was not merely small town papers and country weeklies which con- 
sciously or unwittingly used as their own, editorials prepared for them 
by paid utility representatives. We find among the palladia of our 
liberties which printed such editorials, the Philadelphia Public Ledger, 
the Boston Herald, the Boston Traveler, the Boston Post, the Kansas 
City Journal, the Birmingham News, the Portland Oregonian, the 
Omaha Bee, the Minneapolis Journal, the Montgomery Advertiser, the 
Charleston News and Courier, the Dallas News, the Dallas Journal, the 
Dallas Times-Herald. (Exhibits Nos. 880, 1255, 1256, 1259, 2126, 
2127, 2132, 2133, 2335, 2846, 3649, 4059, 4073, 4075, 4258) 

So there is left the uncomfortable doubt when one reads a newspaper 
editorial, whether, though the voice is that of Jacob, the hands may not 
be the hands of Esau. 


Power and Propaganda 287 


286 American Economic Association 


In addition to this, a great deal of prepared “plate matter” was sen; T 
out to country weeklies which was doubtless read by unsuspecting hyp. Uri 
dreds of thousands. of t 

There is likewise repeated evidence of the great complaisance of the 279 
Associated Press in sending out, in the words of Mr. J. B. Sheridan, J 
“practically everything we give them.” (Exhibit 2962. Also Exhibit, iM in | 
3078, 3458) dire 

Along these lines were editorial services of various kinds. Ther ciat 
was an editorial service sold to approximately four hundred weekly me Uni 
newspapers, under the name of “Darnall’s Newspaper Service” anj Ma iNC- 
in addition to these four hundred who paid for it, Mr. Darcy B. Darnall i 
sent it free to a constantly changing list of some two hundred news. mM st® 
papers being paid by the power companies for these copies. (Exhibit; My ¥¢"" 
Nos. 8012, 8750) util 

He likewise received $200 a month for sending out the anti-govern- i 
ment-ownership editorials which appeared in his own paper, the Florenc: HM the 
Herald (Alabama), to newspapers all over the country. jan 

And then there was the editorial service of E. Hofer and Sons oj ' 
Salem, Oregon, which sent anti-government ownership editorials to the the 
weekly newspapers in the United States. This service, too, was sub- pro 
sidized by the utilities to the amount of $84,820.80. (Exhibit 8845; pro 
Part VII, pp. 2338-4, 249) colt 

In general, it may be said that the capturing of the press proceeded bei 
by the methods described, by the purchase of newspapers in certain |o- - 
calities, the controlling of others, through local advertisers or by , 
pressure of various kinds. * 

Occasionally, we encounter an editor who plays more than a passive : 
réle in the process of seduction. It so happened that the editor about se 
to be cited was also a labor union leader. Journalism would doubtless om 
be willing to share him with, or even to yield him fully, to any other 
profession, craft, or trade. 

Dear Friend Sheridan: Have not had any advertising from the Missouri 
Power and Light Company for two months now. When this aggregation 
wanted a franchise they promised me support and advertising if I helped ?, 
them. I did help them and now they have a fresh upstart here who says he 
knew nothing about our helping the company and that they have no ad- EI 
vertising for our paper. . . . If you can do anything to line this bunch A 
up for our paper, wish you would help me. Would hate to have to prove 
that I was wrong in supporting their franchise move but I can show up de 
conditions which will look bad if I must. pl 

Incidentally, I wish you would furnish me with any data you have rt = 
garding rates for lighting . . . electric power, and gas . . . in each city to 
of Missouri. . . . I want to start an educational campaign on the rates. 1 
238 American Economic Association 

In this connection, Sea Isle City has been reporting substantial gains jp T 
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The letter is signed by Charles W. Fear, Editor of the Missouri Trade 
Unionist, who likewise appears somewhat later as Secretary-Treasurer 
of the Republican Editorial Association of Missouri. (Exhibits Nos. 
9797-2798, 2799) 

It need not be left to the imagination but may be found very definitely 
in the record just how useful the intimacy of the utility propaganda 
director with the Secretary-Treasurer of the Republican Editorial Asso- 
sation of Missouri, who was likewise the Editor of the Missouri Trade 
Unionist, proved to the utilities of the state. (Exhibits Nos. 2795-2806, 
ine. 

ae while the approach was usually not so crude as in the above in- 
stance, it is by no means the only one in which the solicitation for ad- 
vertising has come from an editor on the ground of service to the 
utilities, past, present, or potential. (Exhibit No. 3020) 

An ingenious way of combining two methods of propaganda, namely, 
the platform and the press, was developed, according to him, by Ben- 
jamin Ling of Ohio who declared: 
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Much of the material printed by the newspapers reflected almost wholly 
the viewpoint of the utilities, so that it might almost be labelled straight out 
propaganda on behalf of the utility industry. But this matter that might 
properly be classified as strict propaganda and thus be barred from the news 
columns of the big dailies, actually did find its way to these papers, because, 


seeded being delivered by a speaker before a civic organization of standing in the 
sie lo community, it became news and was printed as such. 
te Utility men want news that is propaganda for their own business of course. 


That is what they are paying for, and the only way to spread our propaganda 
is by means of speakers, and when a man like that [he was referring to one 
S.C. Maxwell, former secretary of the Ohio State Public Utilities Commis- 
sion, who was being paid $3,600 a year for his speeches for the utilities] 
when such a man delivers a talk, it becomes news. (Exhibit No. 3447) 


ASSIVE 
about 
ibtless 
other 

Were these champions always convinced of the worthiness of their 
cause and of the worthlessness of the opposition’s contentions? Not 
quite ! 

Thus in January, 1926, Mr. C. H. Howell, Director of New Jersey 
Public Information Committee, and likewise President of the New Jersey 
Electric Association, wrote to Mr. George N. Tidd, President of the 


issouri 
gation 
helped 
ays he 
no ad 


bunel American Gas and Electric Company: 
prove Dear Sir: The attached confidential report has just come over my 
ow up 


desk... . . Imote . . . a growing tendency on the part of these municipal 
plant advocates to eliminate power-house worries by buying current at whole- 
sale. It really does simplify their problem tremendously and I am not al- 
together sure that it is the proper thing for us in any event to take on a power 


ve re- 
city 


> contract to wholesale to any municipal electric plant. 
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Ds in These and similar facts were not, however, given publicity in Mr. 
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In this connection, Sea Isle City has been reporting substantial gains in T 
its net earnings since they have been buying power from us. I have ip. Mac 
structed Mr. Swift to undertake to keep the demand up to the very highest ee 
point so that their power cost will be as much as possible. (Exhibit No, 4 
3718) 

Eng 

A deliberate plan of quasi-sabotage against municipal plants is found Ia ¥¢! 
in a report of the first meeting of the History Committee of the Grea A 
Lakes Division of the National Electric Light Association. It outline: fay Uti! 
a definite program for the elimination of municipal plants: agg 

The securing of information as to each local situation of such a character -* 
that that particular situation can be worked on most intelligently. This in. \ 
formation to comprise data as to the company best equipped to undertake oa 
the elimination of the plant, and information as to the condition of the plant turn 
in order to determine the time when a probable change or major rehabilitation 
is necessary. rate 

Education of utilities to the simplest and most productive methods of cent 
acquiring municipal properties. 

Working out certain fundamental policies on the part of ultilities toward nes 
the checking of municipal ownership growth. This applying particularly wit! 
to avoiding the installation of steam water-pumping stations, or letting them rate 
continue in operation. Working out street-lighting contracts of such a char- fro 
acter that they do not contain a possibility of developing into general munici- pov 
pal stations. The discontinuance of the practice of selling current to for 
municipalities for redistribution by them and thus releasing the municipality 
of the odius burden of expenses of operating their own generating system. ad 
(Exhibit No. 298) inh 

wo 

In January, 1927, the Christian Science Monitor published an article ai 
describing the operations of a successful municipal light plant in Ponca pa 
City, Oklahoma. Mr. Samuel T. MacQuarrie, Director of the New 
England Bureau of Public Utility Information, mailed the clipping to wa 
Mr. E. F. McKay of Oklahoma Utilities Information Committee, Okla- 
homa, writing: wi 

If you have the time and inclination, I should be very glad to have an si: 
authoritative statement from you as to why you permit a municipal light of 
plant to make so much money. " 

The article cited a profit of $550,000 in a five year period, plant T 
enlargements paid for out of receipts, rates as low as any in the state, a 
and actually a return of over $100,000 yearly to the city. Several 
offers from private utilities to buy the plant had been refused. Mr. p 
McKay replied to Mr. MacQuarrie: I 

Dear Sam, I have yours of January 22 with story from the Christian 
Science Monitor in re Ponca City. The sad part of the story is that it is ¢ 
true... . (Exhibits Nos. 2608-9) t 
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Hot dog! Boy, I am strong for you. For thirty years I spoke as I fe} 

For five years I held my tongue. Now I mean to resume the greatest - 


These and similar facts were not, however, given publicity in Mr. 
MacQuarrie’s weekly clip-sheet nor by any other utility information 
-ommittees, although upon cross examination by Judge Healy of the 
Federal Trade Commission, Mr. MacQuarrie admitted “we have in New 
England a large number of municipal plants which are successful and 
yell managed... .” (Part II, p. 167) 

And finally, the following letter to John W. Colton, editor of a public 
stility magazine, by Mr. J. B. Sheridan, perhaps the most active and 
aggressive of any of the chairmen of utility information committees, is 
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of interest: 


hin What can we do when the financiers will inflate, overcapitalize, sell 
ertake securities based on blue sky or hot air, and rates must be kept up to pay re- 
> plant turns on said blue sky and hot air? 

itation The best public-relations stuff in the world is a nice little reduction of 


rates. Do we get it? Wedo not. I know places where I believe a thirteen- 
cent top rate should be eight cents. 
A municipally owned plant in a city of eight thousand, pays all indebted- 


ods of 


‘oward ness on plant without recourse to tax fund, lights white way streets, etc., 
larly yithout getting money therefor, but it is charged on the books and has a top 
thes rate of eight cents per kilowatt-hour, four cents power; B, fifty miles away 
chee from A, eight thousand population, better industrial town than A, better 


power load, exacts a top rate of fifteen cents per kilowatt-hour, eight cents 


lunici- 

ent to for power. 

pality Reconcile these if you can. I can’t. I don’t pretend to. There are 
vstem. ME 00 holes to be found in the municipal plant at A. As I see it, there is nothing 


inherently sacred in private or public ownership. It all depends on which 
works out the best for the public. We talk a lot about what private owner- 
ship has done. Yet many municipal plants were built because no private 
parties would build them. 


rticle 
Ponca 


- New If cities and states own and operate highways, schools, streets, sewers, 
ng to water supply, why not electric and gas plants? ... 
Okla- I know places were public schools are anathema to the people holding 


with private schools. 

I believe in private initiative, but I don’t believe in subsidizing it three or 
six cents per kilowatt-hour. The privately owned industry should be ashamed 
of itself to permit a municipally owned plant, operated on the square, to 
undersell it four to six to seven cents per kilowatt-hour. Don’t say taxes? 


ve an 
light 


plant Taxes are less than $0.0023 per kilowatt-hour in this state. (Exhibit No. 
state, 2968) 

_ In this letter is revealed an aspect of a power propagandist not 
Mr. 


previously exhibited. But it is still more fully exhibited in another 
lot} 


ter which he wrote to a friend in the utility business: 


Yea-men are a little breed. Possession of property breeds liars and 


cowards. The man who invented private ownership was a mortal enemy of 
the human race. 


istian 
it is 
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felt, 
aSt of 


panies took leading parts in the activities described, others were con- 
oheant and had little or no interest in the education of the 


Hot dog! Boy, I am strong for you. For thirty years I spoke as I fe, 


For five years I held my tongue. Now I mean to resume the greatest of x 
human rights—that of free speech. . 
Damn it all, John, they never can make hypocrites and cowards of |} Ar 
the people. T’ell mit ’em. ull 
Sincerely your friend, J. B. Sheridan. (Exhibit No. 2725, Part V, Pp. oad 
76, 77) Jor 
Di 
One could go on almost indefinitely multiplying the examples of th 
most far-reaching, most elaborate, most expensive, most protean, Propa- oct 
ganda in the peace-time history of the United States. But in conch. 
sion, one point needs to be emphasized; that is, that for all this, the MME jo, 
public pays. the 
“Don’t be afraid of the expense. The public pays the expenses,” I< 
declared Mr. M. H. Aylesworth, Managing Director of the N.E.L.A 
His advice was greeted by applause from the assembled public relations 
experts of the Southeastern Utilities gathered in Birmingham in con. El 
vention. ga 
The same wisdom was also emphasized by Mr. John B. Sheridan, who - 
gave the executive secretary of the Missouri Press Association an ex- ti 
planation of how the utilities could afford it without cutting down their 
profits “simply by charging their advertising to operating expenses de 
and making the consumer pay.” (Exhibits 2740, 2740B, 2821) m 
And that it was indeed really cheaper for the public to accept the a 
new doctrines readily, was the argument advanced by Mr. J. F. Owens fe 
at a meeting of the Committee on Co-operation with Educational Institu- g 
tions of the Public Relations National Section of the National Electric ‘ 
Light Association, held in October, 1927. He declared: ; 
The more the public knows about us and our objectives . . . the less d 
expensive it is for the public which in the last analysis has “to pay the d 
freight.” If there are misinformed men and women who through misinforms- 
tion are led to believe that we are not doing the job properly, that costs, and 


the public pays in the end. (Exhibits, Part I, p. 446) 


Yes, the public pays. It pays for the education which it never re 
quested. It pays for the self-appointed educators. It pays so that the 
utilities may be able to maintain the gigantic financial stake inherent 
in the holding company pyramids, which in turn are predicated on high 
rates to the consumer and dubiously effective regulation. In other 
words, the public pays that it may continue cheerfully to pay more than 
it ought to for the essential commodity which the utilities now nearly 
monopolize and desire to monopolize completely. 

Yet it should be observed that while certain practices are common to 
the utility industry, while the N.E.L.A. and some of the member com- 


lat! 


felt 


panies took leading parts in the activities described, others were con- 
atest of 


spicuously absent, and had little or no interest in the education of the 
American people. ‘They considered that it was the function of the 
ytilities to develop power, to distribute it, to sell it, to render good 
service and to do so at the lowest possible rates. Thus Mr. W. A. 
Jones, Chairman of the Executive Committee of the Great Lakes 
Division of the N.E.L.A., declared: 


Don’t expect any amount of publicity, customer ownership, or employee 
activity will take the place of good service at reasonable rates. The public 
is not easily deceived, and if you attempt by the use of tinkling cymbals or 
loud sound, to distract their attention, they are likely to say to you, in 
the words of the great scholar, ““What you are, rings so loudly in my ears 
I cannot hear what you say.” (Part III, p. 831) 
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And Mr. Owen D. Young, Chairman of the Board of the General 
Electric Company, who is rather conspicuously absent from the propa- 
ganda record, though on the N.E.L.A.’s public policy committee, on the 
occasion of one of his rare appearances at the 1926 N.E.L.A. conven- 
tion, sounded a totally different note, saying: 


n, who 
an ex- 
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penses 


The private-ownership people feel that if the government has anything to 
do with the development of power in these composite situations, it will be 
merely the starting point from which the advocates of public ownership will 
advance their operations. On the other hand, the public-ownership people 
feel that the privately owned companies which seek to throw dams in these 
great rivers, and incidentally perforce take over the effective navigation, 
irrigation, and flood control are so intrenching themselves in purely public 
operations as not only to make all thought of public ownership impossible, 
but to create instruments of oppression rather than of service. While this 
debate goes on, vast rivers go unharnessed for power—waterways are un- 
developed—floods drown us, and droughts devour us. 

May I not call for a broader view in the public interest from the repre- 
sentatives of both the utilities and the public? Can we not find a way by 
which the sovereign powers of state may be recognized in the location, con- 
struction, and ownership of these tremendous structures in great rivers 
supplying governmental services as well as power? . . . 

Personally, I prefer that the construction and ownership of such an enter- 
prise be in the hands of a public corporation, the stock of which should be 
government owned, with the provision that that corporation finance the enter- 
prise with its own securities. (Part I, p. 114) 
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ature a document of prime significance in the field of regulation.’ 


THE FAILURE OF ELECTRIC LIGHT AND POWER 
REGULATION AND SOME PROPOSED REMEDIES 


By Ratpu L. Dewey 
Ohio State University 


The chief object of interest in the field of public utility regulation 
today is the electric light and power industry. Due to its rapid growth, 
its changing technique of generation and transmission, its dominance 
by a few holding companies, its powerful National Electric Light Agso- 
ciation, and the importance of its product in American home and jp- 
dustry, it has come to engage the serious attention of a large number of 
people, including those whose attitudes toward this great industry vary 
from mild objections to certain of its practices to an indictment of the 
whole system of government regulation. 

Much of the dissatisfaction of the public with existing conditions has 
crystallized in a number of very important governmental investigations, 
only the most notable of which can be mentioned in this paper. In 1928, 
the Federal ‘Trade Commission, as a result of a Senate resolution, began 
an extensive investigation of the “financial and business structure of the 
electric power and gas industries, the policies and practices of holding 
companies and their affiliated (service) companies, and their alleged 
efforts to control public opinion on account of public or municipal 
ownership.”* Later the Commission was called upon by the Senate to 
furnish data on the interstate transmission of power. Reports have al- 
ready been completed on the propaganda aspects of the power industry 
(December, 1929) and on interstate transmission of power (September, 
1930) ; as yet, however, the investigation of the activities of gas and 
electric holding companies, although uncovering a wealth of information, 
is unfinished due in part to the magnitude of the work undertaken and 
in part to the successful efforts of the Electric Bond and Share Con- 
pany to avoid by injunction Commission inspection of their accounts and 
examination of their witnesses. In addition, the Senate Committee on 
Interstate Commerce, acting in accordance with a resolution offered by 
Senator Couzens and passed in 1929, has been looking into the rates, 
service, and government ownership of the electric industry, as well as 
those of the radio, telephone, and telegraph industries. 

The work of the federal government has been supplemented by that 
of a number of states. In 1929, the states of New York, Massachusetts, 
and Wisconsin instituted comprehensive investigations to ascertain the 
effectiveness of regulation under existing statutes and procedure. The 
New York investigating commission has already reported to the legis- 


1Federal Trade Commission, Ninth Annual Report, 1929, p. 108. See also 
Senate Resolution No. 83, 70th Cong. Ist sess., 1928. 
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ture a document of prime significance in the field of regulation.’ 
Other states have followed the lead of New York, notably New Hamp- 
shire whose Public Service Commission ordered in May of this year a 
wrvey of electric companies in the state.* Even more recently, the Pub- 
ic Service Commission of Georgia, upon discovering that the Georgia 
Power Company, which controls all but a few of the private electric 
ight and power companies in the state, had reduced its energy rates 
50 per cent in Cordele and Crisp Counties to meet the threatened com- 
petition of a county owned hydro-electric plant, issued a ruling direct- 
ing that company to show cause why the rates throughout Georgia 
should not be reduced to the same level.* In spite of interference by 
the courts, this promises to become one of the most interesting investiga- 
tions in the country, at a time when actual or proposed inquiries are 
more numerous than they have been for years. In most of these in- 
stances, the rising tide of public dissatisfaction with the power interests 
has been the sole or prime cause of government action. 

The present system of power regulation was inaugurated along with 
that of other local utilities about twenty-five years ago, when Governor 
Hughes of New York and Governor LaFollette of Wisconsin led move- 
ments to establish public utilities commissions. The movement spread 
rapidly, with the result that all states except Delaware now have com- 
missions. State regulation is supplemented by federal control of hydro 
power on navigable rivers and public lands, authorized by the Federal 
Water Power Act of 1920. This Act invests in the Federal Power Com- 
mission jurisdiction over all projects involving the construction of dams, 
generating and transmission equipment, and over rates, services and 
securities when the business is interstate in character. Interstate trans- 
mission of power generated by fuels or by hydro not subject to federal 
jurisdiction is as yet unregulated. 

Let us now consider the factors which have led to the breakdown of 
power control and hence to the public unrest noted above. The first 
set of considerations is to be found in the inadequate provisions by 
legislatures for effective state control of power. While it is true that 
all states except Delaware have established public utilities commissions, 
it by no means follows that there is adequate regulation of the power 
industry. In the first place, not a single state commission has super- 
vision of the holding company which, as we shall see, is in virtual control 
of operating companies. Furthermore, twenty-five states fail to pro- 
vide the commissions with power to control electric consolidations and 
mergers, while fifteen states withhold authority to prescribe and super- 


*Report of Commission on Revision of the Public Service Commission Law, State 
of New York, Legislative Document No. 75, February 28, 1930. 

*United States Daily, V, 1011, May 28, 1930. 

‘Ibid., V, 1974, August 25, 1930. 
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vise electric company accounts. And what is even more astonishing, the 
commissions in seven states have no power over rates and rate schedules 
the primary purpose for which regulation was instituted, or indeed ove 
any phase of electric light and power operation, except transmission jy 
one case.” Again, authority to value electric companies for rate makin, 
purposes is denied to the commissions of five states, and without this 
power it is difficult to understand how the reasonableness of rates can 
be determined. Finally, the meager appropriations of money and the 
haphazard selection of commissioners have combined to secure second 
rate regulation in all save a few states. It is seldom that commissioners 
or their staffs are as able or as well financed as the representatives of 
the power companies. In this unequal struggle, it is inevitable that regu- 
lation should fail to secure full protection of the public interest. 

We must not, however, attribute the breakdown of power control 
solely or primarily to unprogressive state legislation. 

The power industry can no longer be regarded as a local utility. We 
have recently become much more aware of its national aspects, thanks 
to the Federal Trade Commission investigation. Perhaps the two most 
interesting questions which have arisen in this connection center in 
electric holding companies and in interstate power transmission. 

During the past decade and particularly during the past five years 
the electric power industry has increasingly come under the control of 
a few large holding companies. According to a report of the Federal 
Trade Commission, nearly 75 per cent of the total energy generated in 
the United States in 1924 was produced by subsidiaries of holding con- 
panies.° Although official data are lacking for later years, the Con- 
mittee on Coal and Power reports that thirty-two groups controlled in 
1929 about 92.5 per cent of the total production of power in the United 
States." The Committee also states that the four largest holding com- 
panies, the United Corporation and Affiliates, the Electric Bond and 
Share Company, the Insull group, and the North American Company 
together controlled about 52 per cent of the total energy generated in 
1929, while three other companies, the Consolidated Gas Company of 
New York, the Standard Gas and Electric Company, and the Southern 
California Edison Company, by controlling 12.8 per cent more, brought 
this figure to 63.9 per cent of the total for that year.® Control is 
probably far more unified than this statement would indicate in view of 


* These states are Florida, Iowa, Kentucky, Minnesota, Mississippi, South Dakota, 
and Texas. See State Laws On Public Utility Commission Regulation in the United 
States, Bonbright and Company, 1928. 


* Federal Trade Commission, Control of Power Companies, Senate Document 218, 
69th Congress, 2nd Session, 1927, pp. 36, 37, 40. 

*Concentration of Control in the ‘Electric Power Industry, Committee on Coal and 
Power, 1929 (mimeographed pamphlet), p. 16. 

* Ibid., pp. 11-14, 
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the finding of the Federal Trade Commission that the North American 
Company has a community of interest with the Electric Bond and Share 
Company,’ and the United Gas Improvement Compeny (a subsidiary 
of the United Corporation) with the Insull group.*® It seems highly 
probable that more recent developments have considerably expanded 
ihis integrated control. However this may be, the power industry, by 
means of holding company control, has developed from a local to a 
ational utility of a predominately monopolistic character. 
This is not said by way of criticism of monopoly or large-scale opera- 
tion in the power industry. The holding company, as I see it, performs 
a number of valuable services which may or may not accrue to the 
public welfare depending upon the effectiveness of public control. Such 
groups as those controlled by the Electric Bond and Share Company, 
he United Corporation, the North American Company, and the Middle 
West Utilities Company, are in a position to benefit from the specialized 
abilities of lawyers, engineers, and managers both in the construction 
and the operation of subsidiaries. Research projects are carried for- 
vard, comparisons between various sub-units are stimulated, and a 
rather large number of small inefficient local plants have been trans- 
formed into vital parts of a larger system by these means. Above all, 
the subsidiaries are in a position to gain from the financial aid which 
the holding company is enabled to secure and render. Due to the rapid 
expansion of the industry, the financing of extensions and betterments 
has been of great importance. By backing up the weaker members with 
its strong credit, the parent company has not only saved many a failing 


D 


§ operating company, but it has also rendered a service to investors. 


From the point of view of public control, however, I am inclined to 
the belief that the holding company cffers insuperable obstacles to 
effective regulation as it is now constituted. In the first place, the 
holding company escapes regulation by the states because it normally 
does not operate any electrical companies and because its financial 
operations and control are interstate in character. Although the latter 
condition is insufficient to forestall federal control, there still remains 
a most important point, the question whether the federal or state 
governments can legally regulate as a utility a non-operating holding 
company. In the second place, the use of holding companies has led 
toa considerable amount of “pyramiding” in the power industry. By 
stringing as many as seven holding companies in tandem formation, it 
is possible both to increase the rate of earnings many fold on the com- 
mon stocks of the holding company and to secure control of operating 
subsidiaries with a small amount of actual investment. It is possible, 


*Federal Trade Commission, Control of Power Companies, p. 238. 
* Ibid., p. 235. 


g; the 
>dules, 
Over 
10n in 
aking 
t this 
Can 
d the 
econd 
loners 
es of 
regu- 
yntro] 
We 
hanks 
most 
er in 
years 
ol of 
dera! 
ed in 
com- 
Com- 
ed in 
nited 
com 
and 
pany 
d in 
ly of 
hern 
ught 
ol is 
w of 
kota, 
nited 
t 213, 
and 


246 American Economic Association 


for example, for an 8 per cent return on a total operating investmen 
of $1,000,000,000 in a group of subsidiary companies to become 139 
per cent on a top holding company equity of $12,500,000 since th, 
bonds and preferred stocks of the successive operating and holding 
companies can be sold for an amount which will yield below 8 per cent” 

But far more serious than the “pyramiding” of earnings is the “pyre. 
miding” of control. ‘The parent holding company, in one case which 
was brought to the attention of the Federal Trade Commission, was abl 
to control operating properties worth more than $370,000,000 by ay 
investment of less than $1,000,000.%7_ This type of minority control in 
which the power of the top holding company to dominate policies far 
exceeds its ownership of operating capital has moved several observers, 
including Professor W. Z. Ripley and Commissioner J. B. Eastman, to 
question the social desirability of holding company operations. Since 4 
small group of “insiders” are thus enabled to control absolutely the 
operation of valuable subsidiaries and yet are themselves immune from 
public control, the way is opened “for abuses through manipulation of 
accounts, secrecy as to financial conditions, concealment of assets, |j- 
abilities, profits or losses, diversion of profits to controlling interests 
through excessive salaries or clandestine transactions between com- 
panies or individuals.”** 

The Federal Trade Commission has also uncovered in the value of 
assets numerous “write-ups,” inconsistent with the true value of the 
property of operating companies. For example, one day a number of 
small power companies had a valuation of $72,600,000. Then they were 
acquired by the Appalachian Electric Power Company, and the next 
day their collective value became $139,000,000 or an increase of 91.4 
per cent.** In another case, the Electric Power and Light Corporation 
“wrote up” the value of the assets acquired at its organization to more 
than eight times the value at which they had been carried on the books 
of its predecessor company, the Utah Securities Corporation, or from 
$3,900,000 to $33,400,000. Again, we discover that in the various 
reorganizations of its operating utilities, the National Power and Light 
Company (an important subsidiary of the Electric Bond and Share 
Company) “wrote up” their fixed assets by $35,000,000.*° This did 
not include the “write-ups” of some predecessor companies which were 
reorganized, but the earlier data were not available. Similarly, ex- 
aminers for the Commission uncovered a “write-up” of more than 


" Ibid., pp. 173, 174 

4 Ibid., p. 197. 

%W. E. Mosher, Electrical Utilities: The Crisis in Public Control (1929), p. 90. 

“ Federal Trade Commission, Utility Corporations, Senate Document, No. 92, Part 
22, 70th Cong., Ist Sess. p. 189. February 28, 1930. Testimony A. R. Colbert. 

% United States Daily, V, 759, May 7, 1930. Testimony Kenneth A. Miller. 

* Ibid., V, 1828, June 25, 1930. Testimony A. R. Colbert. 


319, 
Powe 
and J 

N 

been 
comy 
exall 

Pow 

thre 

amo 

for t 

rate 

pan! 
exag 

A 

panl 

twee 

affili 

if s 

and 
illus 

The 

ver 

Wo! 

pre 

Wi 

lor 

eve 

to 
the 

al 

co 

Ta 


tment 
e 138 
the 
ent.” 
Pyra- 
Which 
able 
an 
rol in 
far 
rvers, 
in, to 
nce a 
the 
from 
on of 
ts, li- 
Tests 
com- 


ue of 
f the 
er of 
were 
next 
91.4 
ation 
more 
ooks 
from 
rious 
ight 
hare 
did 
were 
, eX 


Failure of Electric Light and Power Regulation 247 


319,000,000 or $400 per share in the fixed capital of the Carolina 
Power and Light Company, which is controlled by the National Power 
snd Light Company.” 

Not only have the assets of already existing operating companies 
yen inflated through acquisitions or reorganizations but the power 
companies have often inflated construction costs on new projects. For 
ample, the Clarion River Power Company reported to the Federal 
Power Commission an investment of $11,032,817 as the cost of its thirty- 
three thousand H. P. Piney project. ‘The Commission ordered this 
mount reduced by $6,387,732, or by about 58 per cent.** Fortunately 
for the public, this inflation was discovered in time to keep it out of the 
rate base, but one cannot fail to wonder how frequently the holding com- 
pany has caused successfully the costs of construction to be similarly 
sxaggerated. 

Aside from the foregoing difficulties, which relate to holding com- 
panies proper, we must note the growth of intercorporate relations be- 
tween holding companies and affiliated service corporations. These 
afiliated companies perform one or more of the three following types 
of service: engineering and management service, construction service, 
and financial service. Each of these types of service company may be 
illustrated respectively by the J. G. White Management Corporation, 
Stone and Webster, Incorporated, and by H. M. Byllesby and Company. 
The boards of directors of the service corporations usually interlock 
very closely with those of the holding company.” 

The motives, which have prompted the holding companies to set up 
or affiliate with separate service corporations, may be on the whole 
vorthy, but it appears that this method has been used also to remove 
profits from the reach of the stockholders and to avoid regulation. 
When an electric utility system becomes large, it is virtually impossible 
for the persons, who control the system, to own all of the common stock 
even of the top or control holding company. It is necessary, therefore, 
to issue such common stocks to “outsiders” and share the profits of 
the venture with them unless the profits of the system can be diverted 
dsewhere. Separately incorporated service corporations operating on 
a fee basis offer this opportunity for withdrawing earnings from holding 
company systems. Since the “insiders,” or control group, can ordinarily 
retain a major share of the common stock of the service company, their 
rate of return is considerably above that which would be possible if a 


"Ibid., V, 2830, October 1, 1980. Testimony Carl H. Depue. 

* Ibid., V, 1976, August 25, 1930. 

"For example, the W. S. Barstow Management Association, Inc., is allied with 
‘he General Gas and Electric Company, which is the system control company of the 
Barstow group of operating companies. Federal Trade Commission, Control of 
Power Companies, pp. 210-211. 


248 American Economic Association 


large number of the common stockholders of the holding company wer 


nea 
allowed to participate.*” Furthermore, the separately operated servic. 94, 
company gives a preferred claim on the incomes of the operating syb- nut 
sidiaries, because the service fee must be charged to operation and paid pas 
before dividends can be declared. ‘Thus the “insiders” may derive ap tra 
income through this channel even when the control holding company js the 
not paying dividends on its common stock.** Finally, in those cases at | 
where the holding company controls operating subsidiaries in several] Th 
states, the incorporation of separate service corporations operating on the 
a fee basis permits the holding company to avoid doing business under HM or | 
the laws of the states involved. If the holding company operated , I 
department which contracted with the operating subsidiaries for sery- nur 
ices to be rendered in the state in which the operating company is lo- HMM cen 
cated, it might be made subject to the laws pertaining to foreign cor- HMM cial 
porations and therefore to a certain amount of regulation. This the _ 
holding company avoids by setting up a separate service corporation. cia! 
In view of these facts (the inability of state commissions to regulate I 
holding companies, the pyramiding of earnings, the pyramiding of con- HH gun 
trol, the “write-up” in the value of assets by means of acquisitions and Arl 
reorganizations, the inflation of construction costs and the setting up HM con 
of separate management, construction and financial service companies HM cy 
which offer a means of extracting profits through excessively advanta- HM \; 
geous operating contracts with subsidiaries), it is clear that the holding H .,., 
company exercises a powerful control over rates and service and there- Hi },,, 
fore must be brought under public regulation if regulation is to be ss 
effective. It is also clear that holding companies must be subject to Hi ;,. 
federal control, since the holding companies are interstate in character. 7 ;,. 
Those who hold either that holding companies need not be controlled 
or that the job should be left to the states, fail to realize the seriousness Hy 
and the national character of the problem. = 
Closely allied with the spread of holding company control is the HM ;, 
growth of interstate transmission of power, and such transmission is i .:. 
but a phase of the development of great super-power systems. This # .. 
growth may be indicated in terms of kilowatt hour imports and in terms Hj 
of miles of transmission lines. After an extensive survey of interstate Hi .. . 
transmission the Harvard Bureau of Business Research reported that ee 
of the 68,600,000,000 kilowatt hours generated in the United States in 
1926, nearly 6,200,000,000 kilowatt hours or 9.06 per cent passed over os 
Sta 


state boundaries.** This percentage had almost doubled by 1929, when 


* Federal Trade Commission, Supply of Electrical Equipment and Competitive 
Conditions, Senate Document, No. 46, 70th Cong., Ist Sess., 1928, p. 214. 

* Federal Trade Commission, Control of Power Companies, pp. 210-211. 

“Harvard Bureau of Business Research, Interstate Transmission of Power by 
Electric Light and Power Companies, 1926, Bulletin No. 68, p. 2. 
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nearly 16,700,000,000 kilowatt hours or 17.6 per cent of the total of 
94,700,000,000 kilowatt hours generated were classed as imports.** The 
number of interstate transmission lines placed in operation during the 
»ast decade is also an indication of the rapid extension of interstate 
‘ansmission. Of the 458 interstate transmission lines mentioned in 
‘he Harvard study for 1926, only 164 were in operation in 1920, while 
at least 152 or 83.6 per cent were completed in the years 1924-1926.” 
The number of lines was increased to 554 by the end of 1929.% Of 
these, 476 or 87.7 per cent were high tension; i.e., carrying 11,000 volts 
yr more.”° 

But such is not the whole story of interstate transmission. A large 
number of states import or export more than the average of 17.6 per 
ent reported by the Federal Trade Commission. Unfortunately, offi- 
cial data of interstate transmission by states are not available; one 
must turn to studies completed by the National Electric Light Asso- 
ciation for information. 

In 1929 importations of more than 80 per cent of the energy con- 
sumed occurred in nine states, including: Mississippi, 76.7 per cent; 
Arkansas, 73.3 per cent; Delaware, 66.2 per cent; Nevada, 59.4 per 
cent; Utah, 53.1 per cent; Missouri, 47.5 per cent; Idaho, 40.3 per 
cent; West Virginia, 31.6 per cent; and Kentucky, 31.5 per cent.” 
At the same time, seven states exported more than 30 per cent of the 
energy generated: Vermont, 64.6 per cent; Idaho, 62.2 per cent; Mary- 
land, 54.0 per cent; West Virginia, 54.0 per cent; Louisiana, 39.2 per 
ent; Iowa, 88.7 per cent; and South Carolina, 32.3 per cent.* Thus 
in fourteen of the forty-eight states the exports or imports of power 
formed a very sizeable portion of the total sales. 

These data, in my opinion, though indicating the relatively small 
amount of power now passing over interstate lines on the average, 
nevertheless show quite clearly that there has been a substantial growth 
in this transmission within the past decade, and that interstate trans- 
mission is already of great importance in about one-third of the forty- 
eight states. In view of the fact that the federal government has never 
undertaken to regulate the production and sale of this power and that 
the United States Supreme Court has restrained the states from exer- 
csing control of rates for wholesale energy entering interstate com- 


*“Report of the Federal Trade Commission on Interstate Transmission,” United 
States Daily, V, 2233, September 20, 1930. 

*H irvard Bureau of Business Research, op. cit., pp. 1, 9. 

“National Electrie Light Association, Interstate Transfer of Electric Power, 
(929, Statistical Bulletin No. 5, June, 1930, p. 1. 

“Ibid. p. 1. One line carried 220,000 volts. 

* Ibid, p. 2. 

*Ibid., p. 8. 
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merce,” it is clear that here lies an important field of the power industry 
which is entirely unregulated. 
And now we come to the most important question of all, that of rates, 
The primary purpose of regulation is to secure reasonable and nop. 
discriminatory rates. Since the legislatures have not undertaken ty 
prescribe the basis by which reasonable rates may be determined, the 
various commissions have generally held that such rates must cover 
the following items: (1) the annual cost of operation, including rea. 
sonable operating expenses, maintenance, and depreciation, (2) taxes, 
and (8) a fair rate of return on a fair value. The courts are in agree- 
ment with this determination of reasonable rates. 
It is obvious that the commissions are faced here with three distinct 
problems. First, the operating accounts must be prescribed and audited, 
At the present time, fifteen states still withhold authority to prescribe 
and supervise electric power company accounts. But the provision 
of an accounting system is only the initial step. Scarcely a state com- 
mission, no matter what the law permits, makes an audit of accounts 
except in special cases, and thus there is no assurance that the state- 
ments of the companies are reliable.*° Under these circumstances, no 
one knows whether sums expended for salaries, materials, and other 
operating necessities are reasonable, and, therefore, whether rates are 
reasonable. Furthermore, the fair rate of return, which averages around 
8 per cent for electric utilities, is but a rough measure of necessary 
capital costs. When creditor capital (bonds and notes) can be readily 
acquired at lower rates of interest (available to the electric power in- 
dustry at an average rate of 4.5 to 5.5 per cent) and when preferred 
stocks can also be sold for less than the “fair rate of return” of 8 
per cent (about 5.5 to 6.0 per cent), it is clear that the return on 
common stock equities becomes more than the “fair rate of return,” the 
amount of excess depending on the proportions of low cost capital and 
the rates of return thereon. Indeed, it is not uncommon for the rate of 
return on common stock equities to equal 20 per cent.” In view of 
the ease with which the electric power industry may now finance ex- 
tensions and betterments by the sale of bonds and preferred stock, 
there is warrant for suggesting that the “fair rate of return” should be 
reduced, or that some differentiation should be made in the return to 
creditors and owners. A similar method has recently been recommended 
by the New York Investigating Commission which advocates for all 
future investments that “the rate shall be fixed for bonds and preferred 
*® Public Service Commission of Rhode Island vs. Attleboro Steam and Eleciric 
Company, 273 U. S. 83 (1927). 
”'W. E. Mosher, op. cit., p. 29. 


"This is based on the common stocks of the operating company. As shown 
above, the process of “pyramiding” may raise this figure to well over 100 per cent. 
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socks at the market price received from the purchaser and that for 
common stocks the Public Service Commission and the companies shall 
agree upon a reasonable rate of return necessary to attract new 


$932 


apital.”””” 

“W hile the problems of determining reasonable operating expenses and 
, fair rate of return are of high significance, public interest has centered 
most largely in the question of “fair value.” Until a series of Supreme 
Court decisions interfered with their policies, most commissions had come 
to accept prudent investment as the proper basis of determining “fair 
value,” except in cases where the plant and equipment of the utility had 
been constructed before commission control or before the utility had 
heen made subject to public accounting control. This view had the 
support of many serious students of valuation, including Dr. John 
Bauer* and Dr. James C. Bonbright.** The Supreme Court of the 
United States has seen fit, however, to substitute its own doctrine of 
“present value” based largely on the cost of reproduction, a doctrine 
which has compelled the commissions to alter in part their methods of 
valuation. It was hoped that the matter would be settled in the O’Fallon 
case, but the Court, after referring with approval to its pronouncements 
in the cases of Smyth v. Ames®* and Southwestern Bell Telephone Co. 
y. Public Service Commission,* directed the Interstate Commerce Com- 
- sion to “give consideration to current, or reproduction, costs,” al- 

ough “the weight to be accorded thereto is not the matter before us.”*” 

Whether or not it will be possible to establish by statute and com- 
mission order the “prudent investment” rate base instead of the court’s 
“present value” rate base, remains, therefore, one of the unsolved eco- 
nomic and legal questions of our generation. 

Under the circumstances just described, it is not surprising that many 
thoughtful persons have come to regard present electric rate structures 
as unreasonable. They charge that in spite of the introduction of 
notable economies in the generation and transmission of electricity dur- 
ing the past decade, there has been no general revision of rates down- 
ward. As to the economies introduced in generation and transmission, 
there is no question. In recent years substantial advances in the design 
and operation of hydro-electric projects have been the rule. Even 


"Report of Commission on Revision of the Public Service Commissions Law, 
Azislative Document, No. 75, 1930, pp. 22-23. Another authority to recommend a 

rential rate of return is Professor M. G. Glaeser, Outlines of Public Utility 

nomics (1927), p. 410. 
i Bauer, Effective Regulation of Public Utilities, pp. 54-55, and Ch. IX 
( 

James C. Bonbright, “Railroad Valuation with Special Reference to the O’Fallon 

tania n,” American Economic Review, XVIII, Sup. 1, 205. 

169 U. S. 466, 546 (1898). 

"262 U. S. 276 (1923). 


«eo). Louis and O’Fallon Railway Co. v. United States, 279 U. S. 461, 487 
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greater strides have been taken in the development of steam electric 
generation due to the “use of higher pressures, higher temperatures, 
larger units, improved types of boilers, and other mechanical improve. 
ments.’** It is reported reliably that the average fuel consumption has 
been reduced from 8.2 pounds of coal per kilowatt hour in 1919 
1.65 pounds in 1929, or what amounts to a doubling in a decade of the 
useful energy derived from a given fuel unit.*° During a like perig 
improvements in transmission have made it possible to send energy 
economically for distances up to 850 miles, and recent developments may 


treble or quadruple this achievement. “ 

Have these economies been passed on to the public in the form of om 
commensurately lower rates? Before we attempt to answer the ques. a 
tion, we need to know the behavior of electric charges in recent years. “ 

Rates have declined steadily from an average of 7.4 cents per kilo- i 
watt hour in 1922 for domestic use to 6.2 cents per kilowatt hour jn : 
1929, a reduction of about 16 per cent.*” This reduction is more ap- op 
parent than real, however, because the average domestic consumer in- ™ 
creased his purchases from 359 kilowatt hours in 1922 to 502 kilowatt te 
hours in 1929,** thus securing the advantage of lower rates for increased * 
consumption. It is likely that the reductions in domestic rates have * 
really been nearer 10 per cent than 16 per cent, and, in any case, are a 
much less than the amounts usually claimed by power company repre- 15 


sentatives. 

Granting, then, that the level of rates is somewhat lower than that 
prevailing eight or ten years ago, is the level necessarily reasonable and 
just? The available evidence points to a negative answer. 

During the course of the New York investigation, the Community 
Councils of the City of New York presented evidence to show that the 
cost of serving a domestic consumer using 50 kilowatt hours in a single 
month in New York City was slightly more than five cents per kilowatt 
hour for the New York Edison Company and slightly less than five 
cents for the Brooklyn Edison Company. Cost in each case included 
expenses for the following items: production, transmission, distribution, 
overhead and depreciation, 6 per cent on fixed capital, taxes and cus- 
tomer costs not varying with consumption. This evidence was not con- 


A 
tradicted by the companies, and was interpreted by the Councils to My ,, 
mean that the maximum rate for New York City should be about five . 
cents per kilowatt hour to domestic consumers and that the average 

* Federal Power Commission, Ninth Annual Report, 1929, p. 8. 8 
* The Public Utility Industry (pamphlet), Pynchon and Company, p. 10. in 
certain instances, the consumption is said to be less than one pound of coal per kilo P 


watt hour. 
“National Electric Light Association, The Electric Light and Power Industry, 

1929, Statistical Bulletin No. 6, June, 1930, p. 4. 
“ Ibid., p. 4. 


rate 

any 

be a 

seen 

yest 

com 

thal 

(‘o 

(‘o 

i 

ra 

Al 

an 

pa 

a 


lowatt 
reased 
s have 
se, are 
repre- 


n that 
le and 


munity 
at the 
single 
lowatt 
an. five 
cluded 
yution, 
cus- 
yt con- 
cils to 


er kilo- 


ndustry, 


Failure of Electric Light and Power Regulation 258 


vate should be not more than three and one-half cents per kilowatt 
hour? Since the existing rate in New York City is seven cents per 
“Jowatt hour to domestic consumers, the excess charge would appear to 
be at least two cents per kilowatt hour. That these rates are excessive 
ems to be corroborated by other evidence introduced during the in- 
vestigation. It appeared that every member of the Consolidated Gas 
sombine, except the New York Edison Company, earned in 1928 more 
than 8 per cent on the fixed capital reported by the companies them- 
ives, plus an allowance for working capital.** The New York Edison 
Company reported a lower rate of return (7.77 per cent) largely be- 
cause it was considerably overcapitalized.“* In fact the whole Con- 
solidated Gas system is alleged to be overvalued by an amount varying 
from $150,000,000 to $200,000,000.*° The effect of overcapitalization 
‘s. of course, to understate the real rate of return earned by the com- 
pany. 

' Similar evidence of excessive earnings and hence unreasonable rates 
ras introduced for the state of New York as a whole. Of the seventy- 
fve electrical companies reporting to the Public Service Commission 
n 1928, fifty-six made a profit of more than 8 per cent on their capital ; 
forty-six made more than 9 per cent; thirty-four made more than 10 
ver cent; thirty made more than 11 per cent; fifteen made more than 
15 per cent; ten made more than 20 per cent; while one company, the 
Corinth Electrie Light and Power Company, made 81.7 per cent. 
Commissioner Prendergast saw nothing to condemn in this for he asserted 
during the hearings that the Public Service Commission had so carefully 
scrutinized the rate structure throughout the state that the bulk of the 
rates were fair and reasonable and that the consumer interests were 
fully protected by the Commission.* 

Although studies are not available for the United States as a whole 
largely because inadequate accounting reports preclude a detailed 
analysis of the costs of service to the various classes of users, the price- 
earnings ratios of public utility common stocks in comparison with rails 
and even industrials, during the past few years, indicate that speculative 
activity has been extremely marked in the public utility field. The 
Annalist reports that these ratios have been consistently higher since 
1925 for public utility stocks than for industrial or rail stocks. Even 
in this year of depression the ratio has not (at this writing) fallen below 
_ “Report of Commission on Revision of the Public Service Commissions Law, 
state of New York, Legislative Document No. 75, 1930, pp. 285-286. 


“Ibid, p. 288. Taken from an exhibit offered by Chairman Prendergast of the 


lie Service Commission of New York. (Exhibit No. 125B) 
“Ibid., p. 288, 

“Ibid., pp. 275, 280-281. 

“Ibid., p. 288, 

“Ibid, p. 289. See also Hearings, pp. 852, 539. 
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18.3 (or 5.5 per cent on stock values) and at one time was as high as 
30.6 (or 3.3 per cent).** It is doubtful whether rate regulation jg ef. 
fective when public utility earnings can be capitalized at 5.5 per cent 
or less. Perhaps speculators are anticipating future increases in earp. 
ings, and, if so, it appears that they have little more than contempt for 
the effectiveness of the existing system of regulation. 

While commission regulation has not secured, apparently, general 
reductions in rates commensurate with great economies of operation, 
municipal operation has had more effect. The Jamestown, New York, 
municipal plant, in competition with power supplied by the Niagaro- 
Hudson system, has caused private rates to be lower in its vicinity than 
anywhere else in the Niagara-Hudson system, including Buffalo. The 
municipal maximum rate to domestic consumers is four cents per kilo- 
watt hour as compared with four and one-half cents fixed by the private 
company. Both of these rates are markedly lower than the average 
charge of eight and three-hundredths cents for the state of New York. 
Indeed practically all municipals in New York in 1928 charged less 
than private companies in towns of the same size.*® Similar results are 
to be noted in Kansas.*° In Cleveland, the operation of a municipal 
plant has forced the private company to reduce its domestic lighting 
rate from ten cents to three cents per kilowatt hour. Does it appear 
that the privately owned Cleveland Electric Illuminating Company has 
rapidly approached bankruptcy? In 1928, this subsidiary of the North 
American Company earned, after deductions for operating expenses 
and taxes, over $8,600,000 or a rate of return of 8.5 per cent on a 
total investment of about $101,400,000,”* in spite of a three cent domes- 
tic rate. 

The most striking of all publicly owned power developments is the 
Ontario Hydro-Electric Power system. In 1928 this system distributed 
energy to domestic consumers at an average charge of one and nine- 
tenths cents per kilowatt hour or from one-fourth to one-third of the 
rates charged to the same class of users in the United States.” Con- 
trary to public belief in this country, the Ontario system neither secures 
subsidies from the government (except for rural transmission lines) 
nor charges its power users more than rates in effect in the United 
States. In so far as possible every class of user must bear the full cost 
of power which includes operating expenses, depreciation, interest, sink- 
ing funds and obsolescence and contingency funds. 


“The Annalist, October 17, 1930, p 672. 

“Report of Commission on Revision of the Public Service Commissions Lav, 
State of New York, p. 290. 

* Ibid., p. 327. 

= Annual Report of the Public Utilities Commission of Ohio, 1929, pp. 872-878. 

® Twenty-First Annual Report of the Hydro-Electric Power Commission of On- 
tario, 1928, p. 357. 
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In view of these rate and cost comparisons, one is forced to one of two 
conclusions. Either the private electric utilities are charging rates 
+) domestic consumers considerably above necessary operating and 
capital costs, or they are less efficient than publicly owned companies. 
| am of the opinion that the former conclusion is the more valid. I 
do not believe that public operation is more efficient than private opera- 
tion, but I do believe that the municipal and provincial companies have 
based their rates upon reasonable costs while the private utilities are 
charging what the traffic will bear without much regard for cost. The 
result is not only unreasonable electric rates but discriminatory rates. 

At the present time, it appears likely that the industrial power users 
are paying rates which do little more than cover the costs of generating 
and transmitting the current which they use, thereby leaving to the 
domestic consumers most of the burden of overhead and capital costs 
as well as legitimate distribution and consumer costs. For example, 
eficient hydro or steam plants now generate energy at a cost of two- 
tenths of a cent to five-tenths of a cent per kilowatt hour. This energy 
can be transmitted at high voltages for distances up to 334 miles with 
small line losses at a cost not to exceed three-tenths of a cent per 
kilowatt hour.°* The total costs of generation and transmission, even 
under unfavorable conditions, probably do not range above eight-tenths 
ofa cent per kilowatt hour. Since power rates in New York and prob- 
ably elsewhere average about one cent (or less if the amounts consumed 
are large), it may be observed that not much is left of the power user’s 
dollar for the capital and other common costs of operation. 

Apparently many of the commissions have more or less abdicated 
their powers over discriminatory rates, even as they have over reason- 
able rates. And along with this abdication has gone inevitably the 
breakdown of effective regulation. 

What may be done to deliver us from this general impasse? Two 
alternatives are open to us: we may retain private ownership and 
operation under altered conditions of regulation, or we may turn to 
municipal or government ownership and operation. We have as yet 
taken only a few feeble steps toward strengthening government owner- 
ship and control of federal hydro-electric power resources. Although 
Wilson Dam was constructed by the federal government at Muscle 
Shoals, the power generated there has been sold to the Alabama Power 
Company for a very low rate (now two mills per kilowatt hour), while 
this company has continued to sell energy at Florence within sight of 
the dam, for two and one-half cents to power users and eight cents for 


"See report of Sanderson and Porter, Engineers, to Dr. H. G. Moulton, President, 
Brookings Institution, January 15, 1929. Printed in H. G. Moulton, C. S. Morgan, 


and Adah L. Lee, The St. Lawrence Navigation and Power Project, Appendix K, pp. 
655, 660 (1929). 
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domestic users, charging twelve and one-half times as much as the eos} 
to power users and forty times as much to domestic users. Of course, 
certain small allowances must be made for transmission expenses, but 
the ratio still remains unbelievably high.™ 

Senator George W. Norris secured the passage of a bill during the 
1928 session of Congress which provided for the use and development of 
Muscle Shoals under government auspices. The bill met with a pocket 
veto by President Coolidge. It was reintroduced during the last session 
of Congress but was defeated in the House. The federal government has 
undertaken to build a dam and power plant at Boulder Canyon on the 
Colorado River, and to sell power under fifty year contracts to various 


municipal and private interests in the southwest. Most hydro power 
sites, however, have been developed under the provisions of the Federal 
Water Power Act which permits the Federal Power Commission to 
license privately operated projects for specified periods of time. 


In the realm of state ownership of hydro power, the controversy in 
New York between Governors Smith and Roosevelt and the private 
power interests over the St. Lawrence River sites has attracted wide 
attention. After a storm of public protest when this power was almost 
leased in 1926 to the Aluminum Company of America, E. I: Du Pont 
de Nemours, and the General Electric Company, Governor Smith pro- 
posed that the state should issue bonds, build dams and power houses, 
and sell power at cost” to a private transmission corporation. Governor 
Roosevelt in the main has supported this proposal, although he favors 
public instead of private ownership of the transmission lines. As yet, 
however, Governor Roosevelt has been unable to secure support in the 
legislature for his plan 

For fuel generation (and for a number of hydro projects as well) 
most of the public ownership to date in the United States has been by 
municipal governments. Although the bulk of the power business is now 
and always has been in private hands, the municipals have come to play 
a rather significant rdle in many communities. In 1922, some 2,500 
municipal stations served over 1,640,000 customers in 2,940 cities and 
towns.°° After that date, the number of municipals declined to 2,198 
in 1927, but the number of customers increased 2,180,000. At the 
present time the municipals outnumber private systems, even though the 


latter serve over eight times as many consumers and secure over twelve 
times as much revenue as the former.*™® 

* Judson King, “Crisp County Bucks the Utilities,” The New Republic, LXIV, 
292, October 29, 1930 : 

Cost to include the following items: operation, maintenance, depreciation, in- 
terest, and amortization of debt 

® Central Electric Light and Power Stations, United States Census, 1922, p. 10. 


* Central Electric Light and Power Stations, United States Census, 1927, pp. 7; 24. 
* For a more extended treatment of municipal ownership and operation of electric 
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Shall we attempt to extend municipal and government ownership 
throughout the electric power industry? Possibly herein lies the ulti- 
mate solution of our problem, but certain difficulties make the immediate 
success of the plan unlikely. First, the municipality is too small a unit 
to cope with super-power monopolies. We need political districts which 
will cover one or more states if we are to secure the fullest measure of 
benefit from recent technological and economic developments in the 
power industry. The proposal to establish state owned power plants 
in Wisconsin suggests a step in this direction. Other practical diffi- 
culties in the way of government ownership are the general feeling of 
distrust of government enterprise, the indifference and ignorance of 
domestic consumers concerning questions of rates and service, and the 
heavy expense of financing government purchase of a $10,000,000,000 
industry (it is unthinkable that the government would undertake to 
duplicate existing facilities). It seems necessary for the time being to 
seek solutions which are based upon public control of a privately owned 
utility. 

For the regulation of plants which generate and sell energy within a 
single state, it is indispensible that ample power be placed in the hands 
of the state commissions to control the rates, service, finances, and 
accounts of these companies. All contracts with parent holding com- 
panies and affiliated service companies must be subject to commission 
supervision with power to revoke if unreasonable. Finally, the state 
legislatures and the governors must realize as never before that regula- 
tion requires brains, training, and money, and that a more careful at- 
tention to the problem of personnel and salaries is a prerequisite to 
effective control.°® 

In the realm of interstate transmission and holding companies, the 
nature of the remedy is no less plain. The power industry is nationally 
controlled and in part nationally operated. It is no longer a local 
utility, of concern solely to the people of a given city, town, or state. 
It is interconnected over wide areas, and therefore must be regulated 
by some form of a federal agency. Much difference of opinion now exists 
as to the kind of federal agency needed. 

Some would delegate to state commissions the power to act as agents 
of the federal government,” although it is doubtful whether such action 
would receive the approval of the United States Supreme Court. Others 
would form state compacts under authority of the compact clause of 


light and power plants see Ralph L. Dewey, “The Municipal Plant,” Public Utilities 
Fortnightly, V, 715-728, June 12, 1930. 

_* For a detailed set of recommendations similar to the above, see Report of Com- 
mission on Revision of Public Service Commissions Law, State of New York, Legis- 
lative Document No. 75, 1930, pp- 16-50. In connection with valuation, however, I 
prefer the proposals of the minority to those of the majority. See pp. 834-395. 

“See Federal Power Commission, Annual Report, 1928, p. 18. 
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the constitution 1 ecure joint control among the various states jp. 
volved,” although 1 ; undoubtedly attended by many difficulties jp. 
cluding the large 1 ber of compacts necessary, and the slowness of 
states to agree upon a plan which is also satisfactory to Congress. Some 
would amend the Interstate Commerce Act to extend the jurisdiction 
of the Interstate Commerce Commission to interstate transmission, while 


gional federal commissions. 
All these proposals seem to me to fall short of attaining the desired 


others would creat 


object: effective regulation of a national utility. Probably the most 
workable solution offered to date is that contained in a bill already 
introduced in the Senate by Senator Couzens.** By means of this 
proposed law, the authority of the Federal Power Commission would 
be extended to include jurisdiction over all power generated by water 
or fuel and trans: d in interstate commerce. This authority would 
encompass holding companies and service corporations as well as operat- 
ing companies in so far as they have a bearing on interstate power. 

The Couzens bill would place the authority in a national commission 
and would thereby ire uniformity of control, regulation as extensive 
as the industry itself, and generally superior personnel. Controversies 
over jurisdiction would be more easily handled because of the plenary 
powers of Congres r interstate commerce. About the only disad- 
vantage from a | point of view would be the comparative un- 
familiarity of federal officials with local conditions. This deficiency, 
however, is more than offset by the many manifest advantages of federal 
control. 

In conclusion, t! iblic is directing increasing attention to the prob- 
lem of effective p power control. For several reasons, including 
inadequate provisions of the states for effective control of purely intra- 
state sales, the rise of a national monopoly, increasing interconnection 
and interstate transm n, and interference of the courts under judicial 
review of rates and valuations, regulation has bogged down and become 
fairly inoperative. Some way out of the situation is imperative. The 
state commissions must be strengthened by added statutory powers over 
rates, accounts, fir ig and holding company contracts, and by better 
personnel and salaries. Those aspects of the industry which are na- 
tional in character must be controlled by a federal commission. If the 
history of railroad regulation has anything to teach us, it is this one 
lesson. How the problem of judicial review can be solved, unless we 
are willing to alte: constitution or turn to government ownership 
and operation, mu deed remain a vexing question. 

“Philip G. Well ral and State Relations in the Control of Power De- 
velopment and Dist n,” Annals of the American Academy of Political and 


Social Science, CXXIX, 131, January, 1927. 
“Senate Bill No. 3869, 71 Cong., 2nd Sess. 
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PUBLIC POWER CONTROL—DISCUSSION 


F. G. Crawrorp.—The chief causes for the failure of public utility 
regulation were outlined by Professor Dewey. He has indicated as his 
remedy that state control should be strengthened and that national control 
should supplement the regulation of the state. 

One possible remedy was not proposed. This is public competition as 
s means of securing better control of electrical utilities. Although it is the 
general belief that public ownership has lost ground in the last few years, the 
tacts do not show that the decrease has been particularly significant. 

In the period from 1922 to 1927, municipal establishments decreased in 
number from 2,581 to 2,198. In the same period the number of commercial 
establishments dropped from 8,774 to 2,137, so that in 1927 municipal estab- 
lishments exceeded the private in numbers. This is not a fair comparison 
because commercial establishments generated 95.3 of the total kw.h. in 
1922 and 95.5 in 1927, a gain of 0.2 per cent in the five year period. The 
number of customers served by commercial plants increased from 87.1 per 
cent in 1922 to 90.2 in 1927. 

With these facts in mind, I wish to review the results of the last election, 
to refer to the public power districts of California and Georgia, to point out 
the recommendations of the state wide investigations of utilities regulation 
and to indicate some of the legal restrictions on public ownership. 

In reviewing the results of November, one is struck by the victories of 
public power projects and of anti-power candidates. These results may be 
only straws. It must be admitted in any election, that it is difficult to 
isolate a single cause of defeat or victory because there are so many factors. 
At least the piling up of these straws does show some trends in the direction 
of a critical attitude toward the public service commissions. 

Muscle Shoals was a factor in the victory of Senator-elect John H. 
Bankhead of Alabama who is in favor of public development. During the 
campaign, he attacked Senator Heflin’s power trust bias. In the neighbor- 
ing state of Tennessee, Representative Reese, an advocate of private de- 
velopment, was defeated. He blocked a vote on the Norris Muscle Shoals 
bill and received President Hoover’s endorsement as his reward. His op- 
ponent entered the campaign but ten days prior to election. Senator Norris, 
author of the Muscle Shoals Public Development bill, was elected despite 
the opposition of the power interests and of individuals in his own party. 
Senator Walsh, who introduced the resolution which initiated the Federal 
Trade Commission investigation, was re-elected. 

Public power projects to be organized on a regional basis were approved 
by the voters of three states, while in three other states candidates favorable 
to these proposals were elected. 

On the Pacifie Coast, the friends of public competition won notable 
victories in Oregon and Washington. In Oregon a non-political, anti-power 
independent was elected as governor and the constitution was amended to 
permit public production and distribution of power through regional agencies. 
These districts are to be managed by boards of directors. Authority is 
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granted to levy taxes, issue bonds, to enter into contracts, and to exercise 
the power of eminent domain. 

In Washington a bill was approved by referendum which permits the 
same type of development as in Oregon. The joint development of power 
projects on the Columbia River can now be undertaken. 

In Nebraska, a referendum submitted by a Peoples Light and Power 
Association was successfully adopted. This law will allow municipal plants 
to extend their lines beyond the borders of the city and to pay for these 
extensions out of earnings. Municipal plants cannot be sold except upon 
approval of 60 per cent of the voters. Two other measures submitted by 
the power companies were defeated.’ 


The sweeping victory of Governor Franklin Roosevelt in New York at 
least. indicated that the electorate did not regard with suspicion a public 
power project on the St. Lawrence. After fifteen years of political agita- 
tion, the Republican legislature which had been dominated by the power 


crowd, surrendered to Governor Roosevelt and granted to the Governor 
authority to appoint a commission to study the feasibility of a state-owned 
water power authority for the development of the St. Lawrence. The 
members of this commission include Congressman Frederick M. Davenport, 


Professor Robert Murray Haig of Columbia, Julius H. Cohen, Counsel for 
the New York Port Authority, former Lieutenant-Governor Thomas H. Con- 
way of Plattsburg and Samuel H. Fuller, banker, of New York. The con- 
mission appointed an engineering staff which has reported that such a 
project is feasible at a cost of $171,000,000. Already conferences have been 
held with the Ontario authorities and the international problems will be 
solved. 

In Wisconsin, Governor La Follette is expected to support the proposal 
of Assemblyman Reis for the creation of electric light and power dis- 
tricts. This bill provided that any two or more municipalities might or- 
ganize and incorporate as a municipal power district, as a result of the 
approval of a majority of electors in the cities concerned. The district 
would have the power to levy taxes, to own, acquire, construct, and operate 
any utility within the district; to acquire or construct any water power or 
hydro-electric plant within or without the district and to sell to the public, 
to any municipality, to the state, or to any state institution heat, light, 
power service, and other services. 

The results in Oregon, Washington, Nebraska, New York, and Wisconsin 
indicate that the public power movement has made progress in the last 
election. 

A public power advocate and anti-power candidate was successful in 
Colorado, where a former Roosevelt Progressive and now Democrat was 
elected to the Sena! ‘he opponent of Edward P. Costigan was an attor 
ney for a holding company. 

In Pennsylvania, Gifford Pinchot, one of the most outstanding opponents 


of the power interests, was elected. Although the issues were confused, many 


voted for and against Pinchot on the power issue. 


1U. S. Daily, November 12, 1980. 
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Dean Cross of Yale, successful candidate for governor of Connecticut, 
made a popular issue of politics and power. 

Municipal development in California has attracted nation-wide attention. 
The movement for public ownership in that state began following the elec- 
tion of Hiram Johnson as governor. The 1911 legislature took the first 
sep toward municipal ownership and two years later an act was passed 
which provided for the formation of public utility districts. A public utility 
district under this act may be formed from municipalities only, or from both 
incorporated and unincorporated territory, but no municipality may be 
divided in the formation of a district.2, In 1915 the legislature extended 
the public owner district law by providing that any portion of a city 
could form a municipal improvement district with the power to sell bonds 
to be used in the “acquisition or construction of any public work or public 
utility.””* 

The Metropolitan Water District Act of 1927 permits cities small or 
large, non-contiguous and extending over a wide area, to combine into a 
district to obtain a water supply for their present or future needs. This 
act was passed to secure water from the Colorado for southern California.‘ 

The movement for public ownership of light and power in California is 
extending to rural as well as to urban communities. The two incorporated 
irrigation districts of Modesto and Turlock each include an incorporated city, 
several small towns, and a large acreage of agricultural territory. The power 
systems have been in operation since 1923 and have made available electric 
service at low rates to every farm in the district, without placing construc- 
tion charges against the owner.® 

Twenty-five projects for the public ownership of light and power are 
in operation in California. Of these, eighteen are electrical distribution 
systems owned and operated by municipalities which purchase energy whole- 
sale from private companies. Seven engage in the generation of power. 
In addition to the two irrigation districts already mentioned, Los Angeles, 
Pasadena, and Avalon generate and distribute power to consumers. The 
Merced irrigation district and the city of San Francisco generate power 
which they sell to private distributing companies. 

The county owned power plant of Crisp County, Georgia, was brought 
to public attention when a power project was opened in August of this year. 
The rate schedule of this plant was from 10 to 15 per cent lower than 
that of the Georgia Power Company in that territory. On August 20, 
that company announced a 50 per cent reduction in the energy charge 
for consumers in Crisp County. Full page advertisements, notified the 
state that the public agency’s rates were “unfair competition” and that 
either the company or the public project would be put out of business in 
Crisp County before the rate war was over. The Commission then in- 

*California Statutes, 1913, p. 450, Frederick L. Bird and Frances M. Ryan, Public 
Uwnership on Trial, New York, 1980, p. 135. 

‘California Statutes, 1915, p. 99; ibid., p. 139. 


‘California Statutes, 1927, p. 694; Bird and Ryan, op. cit., p. 140. 
*F. L. Bird, “Who Will Benefit by Boulder Dam,” The New Republic, July 80, 


1980 
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tervened and ordered the company to show cause why it should not reduce 
rates by the same } tage all over Georgia. An injunction was then 
secured by the Georgia Power Company to prevent the new rates from 
going into effect.” 

Under state cor 1s and laws authority is granted to municipal 
corporations with reg to the production and distribution of electric power, 
Great variation is found in these laws. Three state investigations have been 
completed during th. t eighteen months and their report throws light on 
the trend in those s 

In Massachusetts, the commission which investigated the Department 
of Public Utilities reco 1iended: 

1. That cities and towns should not be required to take any property 
not used for t service of customers within its own limits, This 
would not req the city or town to purchase equipment which had 
no connection with the business of supplying the particular service 


being purchased 
2. That if the ite company operated both the gas and the electric 


plant, the municipality should not be required to buy both. The 
bill also provided that if it seemed expedient, the Department might 


require the m ty to buy both. If only one plant was purchased, 
the damages to be paid by the municipality should include as well 


severance dama 


8. That the decision of the Department as to the property to be taken 
and to its price should be final and not subject to review except ina 
case where t Jepartment may have acted in bad faith. 

4. Finally, the legislative investigating commission recommended that no 
municipal plant should be sold to private interests without the per- 
mission of the Department of Utilities. This step was recommended 
because utilities often induce cities or towns to sell. 

The Wisconsin Legislative Interim Committee on Electric Power in their 
report said “the people of any community should be enabled to decide for 
themselves whether | desire public or private ownership. . . . Upon 
the much debated q n of the advantages and disadvantages of public 
against private ownership, we express no opinion.” 


f the New York Commission to Revise the Public 
recommended (1) that municipalities should be 


The minority m« 


Service Commission 


granted authority to ld their own electric systems in competition with 
private companies wi t approval of the Public Service Commission; (2) 
that municipalities be authorized to acquire private systems by agreement 
or condemnation; }) that municipalities be authorized to replace private 
systems at the end o franchise period of the latter without obligation 
to purchase the often d plants; (4) that municipalities be authorized 
to serve adjacent territory. Governor Roosevelt accepted these pioposals 
and has advocated adoption. 

In ten states the approval of the commission is necessary before 4 
municipality can go into the business of supplying electricity. This per 


*U. 8. Daily, Sept. 4, 1930 
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mission must follow the approval of the voters or the governing body of the 
city. In six states the sanction of the legislature is requisite to the estab- 
lishment of a municipal plant. Therefore in sixteen states the principle of 
home rule is subject to a state authority. It seems logical that municipalities 
should have the right to own and operate their own plants if they choose 
to do so, whether at the expiration of the franchises, through purchase or 
condemnation proceedings. In case of unsatisfactory service, competition 
would be a means by which the city could secure more equitable rates and 
better service. 

In the other states competition is allowed. The Ohio constitution for 
example provides that any municipality may acquire, construct, own, lease, 
and operate, within or without its corporate limits, any public utility, that 
any municipality which acquires, constructs, or extends any public utility 
may issue mortgage bonds therefore beyond the general limit of bonded 
indebtedness prescribed by law, which bonds shall not impose any liability 
upon the municipality and shall be secured only upon the property revenues 
of the utility. Municipalities do not require a certificate of convenience 
and necessity from the utilities commission to engage in the utility business. 
This makes it possible for a city to go into the utility business at any time 
and if the private company does not provide reasonable rates the city may 
take steps to organize a competing company. This threat brings a decrease 
in rates which is the end sought. It obviates a long expensive case before 
the commission and the courts. 

In Illinois, the municipal ownership act governs all municipal utilities. 
Any city has the power to acquire, construct, own, and operate any public 
utility, the major portion of which service is for the inhabitants of the 
municipality. 

In Colorado the Supreme Court has approved the principle of competition 
in People ex rel. Public Utilities Commission vs. City of Loveland (Colo. 
230 Pac. 899) Oct. 20, 1924, P. U. R. 1925 B. 512. The commission cannot 
require a city to secure a certificate of convenience and necessity in order 
to construct a plant. Competition may exist and the fact that private 
capital has invested in a public utility does not prevent a like utility from 
being constructed for the benefit of the city. 

The right to sell outside the boundaries of the city has been denied the 
municipal company in seventeen states while in eight states current may be 
sold under certain limitations, such as percentage of total sales, in a re- 
stricted area, ete. 

Criticisms of the public service commissions, the failure of the state 
legislatures to grant additional powers, and disclosure of the avowed policy 
of the utilities in regard to propaganda and financing have led to agitation 
for further rights for municipal companies. The results of the last election 
indicate this trend. The public power district would make possible the 
production of electricity for a number of cities. 

The economies which have been effected by the private companies have 
come from the production of electricity by hydro plants or by efficient steam 
plents. The small plant can no longer compete on a favorable basis and 
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must give way to large-scale enterprise. This does not hold true for disty;. 
bution. If electricity is generated by the regional plant and then sold { 
distribution to the smaller units, a public system can be developed which yj 
approach the organization of the commercial holding company. Through 
this means, public ownership can survive and public competition can become 
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a means of regulation. As has been stated on many occasions, if successfy} the s 
regulation is not achieved, the next and only logical step is public ownership, : x 

Instron R. Bannes.—I am in general agreement with Professor Dewey's Couz 
analysis of the present regulatory situation, differing from him chiefly in the argu 


matter of emphasis.’ I shall, therefore, confine my remarks to his proposed 


poweé 

remedies. 

Mr. Dewey concludes that government ownership on a large scale does no} Wat 
offer an immediate solution; and in this he unquestionably represents the spec 
consensus of informed opinion which favors a further attempt to secur betw 
satisfactory regulation of our privately owned and operated utilities. Never. pow 
theless, because of the present dissatisfaction with the attitude and conduct sean 
of some of our prominent utilities, public opinion would probably support the “a 
enactment of the Norris resolution for the operation of Muscle Shoals by actit 
a public corporation;* for the government operation of two such projects rath 
as Muscle Shoals and Boulder Dam should give a very significant “yard- shes 
stick” against which to measure the performance of privately operated Gas 
utilities. At least, this noble experiment could do no permanent harm. 

Unqualified concurrence can be given to the suggestion that effective regu- 
lation necessitates giving our state commissions adequate regulatory powers 
to supervise and control all the activities of the operating company; parti- 
cularly, as regards power to prescribe accounts and to audit them, to control 
capitalization and the issue of securities, to determine rates and rate schedules, 
and to have access to complete information regarding all intercompany con- 
tracts and transactions. I am unable to determine whether Professor Dewey 
is an advocate of the ‘prudent investment”’ rate base in preference to “present 
fair value.” Without committing myself on this controversial point, I am 
very strongly of the opinion that the surer road to effective rate regulation 
lies, not so much in providing a statutory rate base, as in making appropria- 
tions adequate to re and retain commissioners of training and ability 
commensurate with the difficulty and importance of their tasks, and to provide 
such commissions with adequate staffs. 


Professor Dewey’s support of the Couzens’ bill to reorganize the Federal 


2It is scarcely accurate to characterize the present situation as a “breakdown” in 
regulation. During recent months, our attention has been so largely concentrated on 
the unsatisfactory phases of public utility regulation that we are likely to assume 
that the whole scheme of public control of private enterprise has failed. The facts 
do not seem to warrant t] sumption; for example, the State Railroad Commission 
of California reports reductions in gas and electric rates for the year ending June 3), 
1930, amounting to something more than $10,000,000 (The United States Daily, Octo- 
ber 3, 1930), and oth tate commissions have been able to report similar savings to 
their consumers. Furt! ore, there can be said to be no “breakdown” in regulation in 
that large group of states whose commissions have never been abie to exercise effective 


regulation by reason of the inadequacy of the statutes under which they operate. 
2S. J. Res. 49, 71st Cong., 2d sess. 
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Power Commission® as a partial solution of the problems arising from the 
increasing volume of interstate power transmission, and by the dominant 
position of holding companies, is particularly desirable at this time when 
the opposition to the bill appears so widespread—as evidenced by recent 
‘ournal articles and by the individual and collective opposition of many of 
the state commissioners.‘ 

With the exception of certain minor provisions, the criticisms of the 
Couzens’ bill seem neither convincing nor conclusive. The states’ rights 
srguments which have been urged against any extension of federal regulatory 
powers and to curb the present jurisdiction of the Federal Power Com- 
mission—particularly as applied to minor part licenses under the Federal 
Water Power Act—appear either to be based on a misapprehension of the 
specific provisions of the bill and an unjustified assumption of a close analogy 
between the problems involved in the regulation of railroads and of electric 
power, or to be advanced as a means of diverting attention from the sound- 
ness and desirability of such legislation. Save for exceptional circumstances, 
the Commission’s jurisdiction would be strictly limited to interstate trans- 
actions. The safeguards embodied in the bill® seem actually to strengthen, 
rather than to weaken, the control now exercised by certain state commis- 
sions in accordance with the Supreme Court’s decision in the Pennsylvania 
Gas Company case.® The provision for regulation through joint boards on 


3869, Cong., 2d sess. 

‘See H. E. West, “The Menace of the Couzens’ Bill,” Public Utilities Fortnightly, 
VI, 579-590 (Nov. 18, 1930); National Association of Railroad and Utility Com- 
missioners, Proceedings, 1929, pp. 127, 144, 406-410; also Proceedings, 1930, speech 
of President Webster. 

‘Sec. 31 (d). “Nothing in this Act shall be construed to authorize the commission 
or any joint board to regulate rates, charges, or services for or in connection with 
the generation, transmission, sale, distribution, and/or delivery of power which does 
not enter into or become a part of interstate commerce, whether for the purpose of 
removing discrimination against interstate commerce or for any other purpose.” 

Sec. 31 (g). “Notwithstanding the foregoing provisions of this section, nothing 
therein shall be construed to abridge the jurisdiction or authority of any state to 
regulate, to the same extent as if this Act had not been passed, the rates and charges 
for the sale to consumers within the state of any power transmitted in interstate com- 
merce, service to consumers with respect to such power, or the abandonment of any 
power service to consumers, unless a substantial number of the consumers of such 
power (to be determined by the commission in accordance with such regulations as it 
shall prescribe) file with the commission a petition requesting such Federal regulation 
of such rates, charges, and service under this section. .. .” 

*Electic power transmitted across state lines in interstate commerce may be 
classified in one of two groups of transactions: (a) a corporation may generate or 
purchase electric energy in one state and sell it to a company in another state, the 
energy to be sold and distributed in the receiving state—a wholesale transaction; 
(») a corporation engaged in the sale and distribution of electric energy in one state 
may purchase or generate a part or all of its power in another state—and import 
it into the home state where it deals directly with consumers; for convenience this 
may be described as a retail transaction. The first set of circumstances—a wholesale 
transaction—conforms to the facts in the Attleboro case (Public Utility Commission 

RJ.) y. Attleboro Co., 273 U.S. 88), in which the Supreme Court held that the 
Rhode Island Commission might not regulate the rates charged by Narragansett 
Electric Lighting Co. for current supplied wholesale to the Attleboro Steam and 
Electric Co. for distribution and sale by the latter company in Massachusetts, 
on the ground that such a transaction was interstate commerce over which the 
federal jurisdiction was exclusive, so that the states might not regulate even in the 
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which each interested state should have a representative would seem to 
a satisfactory means of safeguarding and preserving the interests of th 
states ;’ it would, however, be advisable to modify this section of the bill to 
require a representative of the Federal Power Commission on all such boards, 
and, perhaps, to give the Commission a veto power over the determination of 
such joint boards [he contention that such regulation is unnecessary 


by reason of the relatively small volume of interstate power transmission 
seems likewise to be without merit. The volume of such interstate transmis- 
sion is rapidly incr .¢; it is already important with respect to some fifteen 
or twenty states; it ly unregulated. Furthermore, it is desirable that 
the Commission have such jurisdiction before its exercise becomes essential 
on a large scale, since sound administrative policies are more likely to be 
evolved in the absen f a pressure of many cases awaiting immediate 
decision. 

The introduction of the holding company into the public utility field 
has created a whole new st problems which have been analyzed in part 
by Professor Dew: nd ‘ir. Gruening. There have been repeated as- 
surances from the 1 vy interests that the holding companies have made 
possible important economies and improvements in service; however, there 
is grave doubt among students of our utilities, whether the consuming public, 
or even the investin blic, has, in fact, benefited in proportion to the 
theoretical econon t cannot be denied that the holding company device 
has been subject to grave abuses. At the present time, the public’s attitude 
toward utility holdi: panies seems to be one of suspicion and distrust— 
an attitude which places upon the utilities the burden of proof in establishing 
the social desirat uch super-corporate organizations. This public 
attitude is a natural consequence of the apparently large profits that have 
accrued to the holdi ompanies, and of the refusal of the holding companies 
to make public their intercorporate relations. Only complete publicity with 
regard to such intercorporate relations and specific demonstration of econo- 
mies realized and passed on to the consuming public will be effective in re- 
moving such suspi 

The question of t ederal government’s power to regulate holding 
companies must be answered by the political scientists. If such power 
exists, and to my mind there is no doubt of the federal government's power 
to regulate, there ttle question of the desirability of such regulatory 
control. Some of the reasons for such regulation have been developed by 
Professor Dewey a ir. Gruening. I should like to stress one additional 
point—the issuance o irities. Since much of the capital currently in- 


absence of federal re n. While no case has come to the Supreme Court in- 
volving the interstate n on of electric energy under the second type of 
transaction, it has bee d that the principle of the Pennsylvania Gas Com- 
pany would apply (P: loania Gas Co. v. Public Service Commission (N.Y.), 
252 U.S. 23). In this lving the right of the New York commission to regu- 
late the rates to consis the Supreme Court stated that the control exercised by the 
New York commission was essentially local, having only an indirect and incidental 
effect on interstate commerce 
7S. 8869, Sec. 81 (b), (c), (d), (e), and (f) 
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ed in the utility field is secured through the sale of holding company 


yest 


ecurities, it is obvious that the over issue of such securities, accompanied 
ty “write-ups” and inflation of assets—as revealed by the investigations of 
the Federal Trade Commission, and by the Federal Power Commission in 


ts attempts to arrive at the investment cost of licensees under the Federal 
Water Power Act—can only have an unfortunate effect upon the credit 
standing of utilities’ securities, and thus increase the cost of obtaining neces- 
ary capital. Hence the extension of adequate regulatory control over 
bonding companies, both as to intercompany relations and security issues, is 
imperative to safeguard the public’s interest. 

Mr. Gruening, with inexhaustible patience and fine discrimination, has 
presented the essence of the testimony assembled by the Federal Trade Com- 
mission's investigation of the publicity activities of our electric utilities. 
While the utilities have apparently done nothing illegal in their publicity, 
and while they should not be denied opportunity for an open and adequate 
presentation of their position in all matters pertaining to their industry, 
heir methods of influencing public opinion—by carefully concealing their 
connection with pseudo impartial addresses and publications, by undertaking 
to modify school textbooks and college courses, by purchasing a favorable 
editorial attitude through advertising contracts—are deserving of the severest 
condemnation. 

Mr. Gruening suggests no remedies, presumably on the ground that the 
exposure of their motives and methods must destroy the effectiveness of such 
propaganda activities in the immediate future. However, the obvious un- 
lesirability of permitting the utilities to tap the public’s pocketbook without 
restraint for funds with which to finance such publicity campaigns argues 
strongly for giving all commissions such control over accounts and inter- 
company relations as will prevent a recurrence of such events. 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAy 
ECONOMIC ASSOCIATION HELD IN CLEVELAND, 
OHIO, DECEMBER 29-31, 1980 


The first business meeting of the American Economic Association was he]j 
in the Hotel Cleveland, December 30, 1930, at 9:00 a.m., with Presiden 
Hammond presiding 

The minutes of the meeting of December 30, 1929, were approved as 


printed in the Proceedings of the Forty-second Annual Meeting, pp. 181-1834, 

The following reports were read and approved: 

(1) The Secretary, Mr. Deibler. (See p. 271.) 

(2) The Treasurer, Mr. Deibler. (See p. 276.) 

(3) The Auditor, Mr. Deibler for Mr. Eric Kohler of E. L. Kohler and 
Company. (See } 

(4) The Managing Editor, Mr. Dewey. (See p. 283.) 

(5) The Finance Committee, Mr. Deibler for Mr. C. H. Crennan. (See p. 


282.) 


Professor H. Gordon Hayes of Ohio State University presented the follow- 
ing resolution for endorsement by the American Economic Association; 

Wuereas, During June and July, 1980, Governor Theodore G. Bilbo dismissed 
179 members from 4 i tutions in the state of Mississippi; namely, the University 
of Mississippi, the Mississippi Agricultural and Mechanical College, the Mississippi 
State College for Women, and the Mississippi State Teachers College, and, 

Wuereas, The American Association of University Professors has struck these 
institutions from its list of accredited institutions; therefore be it 

Resolved, That the American Economie Association call the attention of its mem- 
bers to this situatio1 d suggest that they take cognizance thereof in considering 
the acceptance of a position in any of the said institutions so long as they remain 
off of the accredited | f the American Association of University Professors. 

It was voted to refer this resolution to the Executive Committee with 
power. 

Mr. John A. Fitch made a statement concerning the labor difficulties 
existing between the hotels in Cleveland and their former employees and the 
embarrassment which some members of the Association have felt under the 
circumstances. He moved that a member be designated by the American 
Economic Association to sit with a similar appointee of the American Asso- 
ciation for Labor Legislation and the American Sociological Society for the 
purpose of making a report on the situation for the information of the mem- 
bers of the respective Associations. 

The motion was approved and Professor William M. Leiserson of Antioch 
College, Yellow Springs, Ohio, was appointed to serve on this committee. 


President Hammond appointed the following members as a Committee on 
Resolutions: Charles S. Tippetts, Chairman, James A. Estey, W. E. Payne, 
and L. A. Rufene r Adjourned. 

The second busi! meeting of the American Economic Association was 
held at the Hotel Cleveland, December 31, 1930, at 9:00 a.m., with President 
Hammond presiding 

The minutes of the meeting of December 30, 1930, were read and ap- 
proved. 


Voted: To receive the report from the Social Science Research Council, as 
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qbmitted by Mr. H. A. Millis, and to enter it in the Proceedings. (See p. 
986.) 

: Professor Wesley Mitchell made an informal report for Professor E. R. A. 
Seligman concerning the progress of the Encyclopaedia of the Social Sciences. 
It was announced that the third volume is ready for distribution and that 
subsequent volumes will appear at the rate of three per year. Additional 
fynds have been secured which will facilitate the preparation of the material 
for the remaining volumes. 

Voted: To receive the report from the Joint Census Advisory Committee, 
ss submitted by Mr. W. F. Willcox, and to enter it in the Proceedings. (See 
285.) 

Voted: To approve the report from the Business Research Council, Inc., 
a3 submitted by Mr. L. C. Marshall, and to print it in the Proceedings. (See 
p. 289.) 

Voted: To approve the report from the Special Committee on Permanent 
Headquarters and the Organization of the Work of the Association, as rec- 
ommended by the Executive Committee, and to refer the question of putting 
the recommendations into effect to the Executive Committee with power. 
See p. 272.) 

Voted: To approve the recommendation of the Executive Committee to 
accept the invitation presented by the Social Science Committee of the Chi- 
cago World’s Fair of 1933, and that a special committee be appointed to 
co-operate, if it is deemed advisable, with other social sciences in developing 
a program for this occasion. (See p. 273.) 

Voted: To accept the statement from the Special Committee on the labor 
controversy with the Cleveland hotels, as presented by Mr. John A. Fitch, 
and to order it printed in the Proceedings. (See p. 291.) 

Professor Morris A. Copeland presented the following resolution which 
was referred to the Executive Committee, with power: 


In view of the embarrassment caused to many members of the American Eco- 
nomic, American Political Science, American Labor Legislatior, and Statistical 
Associations, resulting from the holding of the annual meeting in 1930 at a hotel 
during the course of an industrial dispute, the following resolution was passed by 
a group consisting of members of the above named Associations, and at one time 
associated with the Robert Brookings Graduate School. 

It is hereby resolved that the officers of the above named Associations be re- 
quested to secure information within three months of the date of future annual 
meetings, as to whether a labor dispute is in progress at the hotels in which such 
meetings are to be held, and in the event that a strike or lockout is in progress, to 
notify the membership to that effect. 


Signed: 
Water J. SHEPARD Ray Veatcu 
Epwarp Gray Craupe BeNnNER 
Cant SwisHER Paut Homan 
Iveta SwisHER Georce H. Sasine 
Rosinson Newcomp Harvey Youne 
Jor Gourp Eric Beecrorr 
I. Estuer Coie 
Morris CopeLanp Joun Horner 
Ayres J. G. Hernsero 
Woonurer Mivprep FLetcHer 
Marx Jacogson Curr 
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Mr. Tippetts presented the following report for the Committee on Reso. 
lutions: 


Wueneas, To realize the full measure of benefit from these annual meetin 
those who bear the ponsibility for their successful outcome must labor long a 
industriously in ord t the program may go smoothly forward, without affordin 
too striking an example of the law of diminishing returns; and : 

Wuenreas, It is istom as the sessions draw to a close to express our grati- 
tude to those who | rried the burden of planning and preparation; therefore be it 

Resolved, That the appreciation of the officers and members of this Association 
be tendered by the Secretary: 


First, to Mr. C. C. Arbuthnot and the other members of the committee on |ocai 
arrangements ; 


Second, to the Convention Bureau of the Cleveland Chamber of Commerce for jts 
efficient and helpful service; 

Third, to the Chairman and members of the Program Committee; 

Fourth, to the co ttee in charge of publicity; and 


Fifth, to the management of the Hotel Cleveland which cordially and courteously 
exerted its efforts so that our minds might be stimulated and our bodily comfor, 
assured. 

tespectfully submitted, 


C. S. Trererts, Chairman 
J. A. Estey 
W. E. Payne 
L. A. Rurener 


The resolutions were adopted and the Secretary authorized to send copies 
in accordance with the instructions contained therein. 
In the absence of a report, the Committee on Honorary Members was con- 
tinued for the year 1931. 
Mr. Mitchell reported for the Nominating Committee the following list of 
nominations: 


President: E. L. Bogart, University of Illinois. 

Vice-Presidents: E. E. Day, Rockefeller Foundation, New York City; 
Eliot Jones, Leland Stanford University. 

Secretary-Treasurer: F. S. Deibler, Northwestern University. 

Editor: D. R. Dewey, Massachusetts Institute of Technology. 

Executive Committee: Leo Wolman, New York City; Broadus Mitchell, 
Johns Hopkins University. 

Editorial Board: L. C. Gray, United States Bureau of Agricultural Eco- 


nomics; Myron W. Watkins, New York University. 
Representative to the Social Science Research Council: M. S. Handman, 
University of Minnesota; A. B. Wolfe, Ohio State University. 
Program Committee: Harry Jerome, University of Wisconsin. 
Westey C. Mircuet, Chairman 
M. H. Hunter 
Davin McCase 
H. H. Preston 
G. W. Srockine 
G. O. 


There being no additional nominations, the Secretary was instructed to 
cast a ballot and the nominees were declared duly elected. 


Adjourned. 


AS 

In 

am 1 

Exect 

Th 

1930, 
Adam 

Vo 

cil, Ir 

from 

Vi 

ror 

Com! 

\ 

oe re 

\ 

fr 
\ 

Cor 

ta 

B 

Pp 


rpoRT OF THE SECRETARY OF THE AMERICAN ECONOMIC 
\ssOCIATION FOR THE YEAR ENDING DECEMBER 15, 1930 


In reporting the work of the Association during the year just closed, I 
.m including as a part of the record the minutes of all mectings of the 
Executive Committee held within the year. 

(1) Minutes of the first meeting of the 1930 Executive Committee: 


The first meeting of the Executive Committee of the American Economic Asso- 
cation for the year 1930 was held in the Harvard Club, New York City, March 29, 
1930, at 10:30 a.m. There were present: President Hammond, presiding, and Messrs. 
\dams, Day, Deibler, Dewey, Ely, Kiekhofer, and Willits. 
“Voted: That the invitation to become a member of the Business Research Coun- 
«, Inc, be approved and the President be authorized to appoint a representative 
from the American Economic Association to that organization. 
Voted: That the President appoint a committee to draft an appropriate resolu- 
tion in memory of the late President Arthur T. Hadley, to appear in the Review, and 
that a copy of the same be forwarded to the members of his family. 
“Voted: That the President appoint a committee of five, including himself, for 
the purpose of considering the general questions concerning the organization of the 
work of the Association, including arrangements for establishing permanent head- 
urters for the Association, the committee to report at the next annual meeting. 
Voted: That, owing to the expense involved in connection with the proposal 
from the Committee on Reprints and Translations, it is the opinion of the Executive 
Committee that it would be inexpedient for the Association to assume any responsi- 
lity for this project at the present time. 
Voted: That the question of establishing branches or sections of the Association 
be referred to the committee on the organization of the work of the Association. 
Voted: To endorse in principle the proposal of holding a meeting with the con- 
tituent societies of the Social Science Research Council and to notify the officers of 
list of that organization that the American Economic Association will await further advices 
from the Council on this topic. 
Voted: To ratify the proposed amendments to the constitution of the American 
Council of Learned Societies. 
City; Voted: That the next annual meeting be held in Cleveland, Ohio, December 29 
to 31, 1930. 
Voted: That the Secretary canvass the secretaries of the associations that usually 
meet with the American Economic Association for the purpose of determining the 
place of holding the 1931 meeting and of devising a general procedure that may sub- 
sequently be followed in dealing with this question. 
Voted: That the President and Secretary be authorized to appoint a chairman of 
the Committee on Local Arrangements. 
Voted: To increase the salaries of Miss Beatrice Rogers and Miss Gertrude Tait 
tach two hundred dollars a year, beginning April 1, 1930. 
Adjourned. 
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(2) Minutes of the second meeting of the 1930 Executive Committee: 


The second meeting of the Executive Committee of the American Economic Asso- 
ciation for the year 19380 was held in Hotel Cleveland, Cleveland, Ohio, December 29, 
930, at 5:00 p.m. There were present, President Hammond, presiding, and Messrs. 
Bogart, Deibler, Dewey, Ely, Gay, and Kiekhofer. 

Voted: To approve the request of Mr. James B. Child, Chief of Division of 
Public Documents, asking for the endorsement of Senate bill No. 3402 which provides 
for an increase in the total possible number of depository libraries from 665 to 
1000 and for the placing of the designation of these depositories in the hands of 
; ¢ Superintendent of Documents under the supervision of the Joint Committee on 
tinting. 
seg, Oteds That it is the sense of the Executive Committee that no significant scien- 
“ic purpose would be accomplished by the American Economic Association in be- 
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coming an “affiliated” member of the A.A.A.S. as suggested in a communicat; 
from Dr. E. B. Wilson, President of the Social Science Research Council. 

Voted: That in view of the establishment of the Facsimile Society, and the 
cellent work now being done by the Royal Economic Society in England in 
lishing reprints of significant economic works, that the standing committee of 4, 
Association on reprints and translations be discontinued with an expression of a 
ciation for the work the Committee has already done. PP 

Voted: That the request of the National Advisory Council on Radio in Educa: 
calling for co-operation be denied, and a statement sent to the director of th 
Council that the American Economic Association has no machinery by which sy 
co-operation could be effected i 

Voted: To endorse the resolution of the United States Commission for the ¢| 
bration of the Two Hundredth Anniversary of the Birth of George Washingt 


which calls for a nation-wide observance of this anniversary in 1932, 
Voted: That the report on the method of selecting the place of holding t 
annual meeting by means of a preferential vote of the secretaries of the participat 
ing associations, weighted by the paid up membership of each association, be approy 
and the plan be tried during the year 1931. meetil 
Voted: To reappoint George E. Barnett as representative to the Joint Cens June. 
Advisory Committee Gi 


Scien 


Voted: That the request for endorsement of a resolution, signed by two membe bit 
of the Graduate Schoo] of the University of Missouri, which calls for Congression ‘ 
aid to research in the fundamental sciences such as physics, chemistry, zodlogy, botany 
physiology, geology, astronomy, mathematics, economics, and sociology, be denied, © 


Voted: That the members of the Finance Committee be appointed annually } 
the Executive Committ sm 
Voted: To reappoint John E. Walker counsel for the Association for the year 193}, 
Voted: To reappoint David Friday representative to the National Bureau of Eco 
nomic Research. 
Voted: To approve the request of the Authors’ League of America which call 
for an endorsement of the Vestal bill which provides a general revision of the copy. 
right laws of the United States and proposes a greater copyright protection to the 
creative work of authors 
At the request of the Executive Committee, H. G. Moulton, Chairman of th 
Committee on Permanent Headquarters and Organization of the Work of the Ass- 
ciation, presented the following report: 
The Committee after careful consideration of the financial and other issues in- 
volved unanimously agree: 
1. That a permanent headquarters is desirable and that the work now performed 

by the secretary-treasurer and the editor of the American Economic Review should 
be consolidated under one head. 
2. That the permanent secretary-editorship job would require from one-half to 
three-fifths of the time of the incumbent of the office. 
8. That it is desirable to have a split-budget arrangement, carrying the salary of 
the secretary-editor, with some institution with which this individual would be pro- 
fessionally connected 
4. That the city of Washintgon is the most desirable location for permanent 
headquarters, but that a decision as to location should be strongly influenced by 
the problem of personnel. That is to say, the right person is of paramount significance, 
and the right location is of secondary importance. 
5. That the budget requirements, with allowances for a moderate increase in the 
next few years, are as follows: 
Salary of secretary-editor 
Articles, reviews, etc 


ec. 


The present income of the Association (1930) equals $21,800. Additional incom 
of from $3,000 to $5,000 would therefore be required to carry out the above plan. 
6. That an effort should be made to raise an endowment fund of $100,000. 
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The recommendations are made on the assumption that at least one year would 
apse before such a permanent headquarters could be financed and organized. 
Respectfully submitted, 

Harotp G. Movu.tron, Chairman 
Matruew B. Hammonp, Ex officio 
Frepericx S. Deiter 
Davis R. Dewey 
Epmunp E. Day 


Voted: That the report of the Committee be approved and recommended for adop- 
tion by the Association. 


The following invitation was presented by H. G. Moulton: 
Ty the American Economic Association: 


[have the honor to extend for the Social Science Committee of the Chicago World's 
Fair of 1933 an invitation to the American Economic Association to hold its annual 
meeting for that year in Chicago, preferably during the second or third weeks of 
June. The plans for the Fair make provision for a building devoted to the Social 
Sciences and the Committee is making extensive preparations for appropriate ex- 
yibits. It is hoped that all of the associations in the fields of social science will hold 
‘heir annual meetings in Chicago on this occasion. 


4 Respectfully submitted, 


Haroitp G. 


Voted: To recommend to the members of the American Economic Association 
that a special meeting be held during the time of the Chicago World’s Fair of 1933 
and that a special committee be appointed to develop an appropriate program and 
to co-operate, if deemed desirable, with other societies in this undertaking. 


Adjourned. 


During the year the office of the Secretary has carried on the ordinary 
activities of the Association. 

The Proceedings of the annual meeting of 1929 were edited and published 
asa supplement to the March, 19380, issue of the Review. 

Plans were perfected for putting into effect the policy that was adopted 
by the Executive Committee at its March, 1929, meeting, of carrying adver- 
tising in the Review. The first advertising matter appeared in the June 
issue, 

The Managing Editor and the Secretary attended the Conference of 
Secretaries held by the American Council of Learned Societies. The special 
topic for consideration was the question of publication facilities and publica- 
tion costs. A special investigation of this question has been carried on by 
the Council and a report is to be rendered at the annual meeting in Janu- 
ary, 1931. 

During the year President Hammond made the following appointments: 
Representative to the Business Research Council: Leon C. Marshall. 
Nominating Committee: Wesley C. Mitchell, Chairman, David A. Mc- 
Cabe, M. H. Hunter, G. O. Virtue, G. W. Stocking, and H. H. Preston. 
Committee on Honorary Members: J. H. Willits, Chairman, A. S. Johnson, 
A.B. Wolfe, Frank H. Knight. 

00 Committee on Permanent Headquarters: H. G. Moulton, Chairman, Davis 
laiaonst R, Dewey, Edmund E. Day, Frederick S. Deibler, H. B. Hammond. 
Representative to National Bureau of Economic Research: David Friday. 
Committee to prepare an appropriate statement expressing the senti- 
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ments of the members of the Association regarding the death of Presiden 
Arthur T. Hadley: Irving Fisher, Chairman, E. R. A. Seligman, and ¢, 1, 
Raper. 

Committee to prepare an appropriate statement expressing the sentiments 
of the members of the Association regarding the death of Professor Henry 
R. Seager: Samuel McCune Lindsay, ‘Chairman, H. E. Hoagland, and C, 4 
Gulick, Jr. 

Committee on Local Arrangements: C. C. Arbuthnot, Chairman. 

Auditor: Eric L. Kohler and Company. 

Upon request for representation the following persons were appointed 
to represent the Association on special occasions: 

Representative to the American Academy of Political and Social Sciences: 
March meeting, Don C. Barrett; May meeting, Clare Wilcox; December meet. 
ing, M. L. Fair. 

Representatives to the Fiftieth Anniversary of the American Society of 
Mechanical Engineers: Harlow S. Person, Horace B. Drury. ‘ 

Representatives to the Semi-Centennial of the University of Southern Cali- 
fornia: E. L. Bogart, Horace Secrist. 

In accordance with a resolution of the Executive Committee (Vol. XX, 
March Supplement, page 184) the President and Secretary have approved 
the use of the addressograph list in the following cases: 

(1) J. Douglas Brown, Princeton University Press. Announcing the pub- 
lication The Labor Banking Movement in the United States. 


(2) S. Woodley, Americ Association for the Advancement of Science, 
Inviting all members of anda societies to become members of the 


A.A.A.S. by paying only annual dues of $5.00 instead of annual dues and 
entrance fee. 

(8) E. D. McGarry, University of Buffalo, Bureau of Business Research. 
Announcing Mortality in Retail Trade. 

(4) New York Central Railway. Circularizing members in respect to 
rates and accommodations to the annual meeting. 

continued its co-operation with the Pollak Founds- 

tion and the Adelphi Publishing Company, and circulars have been sent to 
members announcing the reduced rates on the publications of these two con- 
cerns. 

The following table shows the present status of the membership and the 
changes that have occurred during the year ending December 15, 1930, the 
date of closing the books of the Association. 


The Association 


Members and subscribers in December, 1929 .............ceceeees 8748 
Annual members in December, 1929 ...........cccccscccccccceces 2 671 
Members removed for lack of address in 1980 .................- 25 
Members dropped for nonpayment of dues in 1980 .............. 148 
Annual members died in 1980 ..........cccccccccccccccecccccces 15 316 

2 355 


Total annual members in December, 1980 ................00- 2704 
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80 
members removed in 1980 4 
Total life members in December, 1980 .................4.0005 76 
Honorary members in December, 1929 ............--+s++eeeee0e: 16 
Honorary members added in 1980 ............seeseeeeeeeeeeees 1 
Total honorary members in December, 1980 ................ 17 
Total members in December, 1980 ...............0+-eeeeeeee 2797 
Subscribers in December, 1929 982 
Subscribers discontinued in 1930 148 
834 
Subscribers added in 1980 222 
Total subscribers in December, 1980 .............cceceeeeees 1 056 
Total members and subscribers in December, 1930 ........... 8 853 


The net gain for the year of 105 consisted of 31 members and 74 sub- 
cribers. Notwithstanding a year of general depression, there has been an 
increase in membership. This showing has been made possible by the splen- 
did co-operation which has been rendered by a large number of the mem- 
vers. The lists of names furnished the Secretary, especially from those 
connected with institutions conducting graduate work, has yielded fruitful 
results. The Secretary takes this opportunity of expressing his appreciation 
to all who have sent in nominations for membership. 

It is with regret that I have to announce that during the year the deaths 
of the following members have been reported and their names have been re- 
moved from our active membership list: 


Lron BruMMER Moor 

Freverick RepMan C1Low Epwarp B. Morris 

Orro M. Tuomas Hamiuton Hoce Patrrerson 
\BRAHAM ERLANGER Watpron H. Ranp 

W. C. Escuer Strerune F. Rice 

Toxezo Fuxapa (Life Member) Henry Rocers Seacer (Life Member) 
Artucr T. Hapiey KATHARINE SNODGRASS 

Korany (Life Member) Cuar.es S. Tuurston 

Georse Lines Frepertck C. WaGcNER 

V. Everrr Macy (Life Member) Wuuam L. West 


Respectfully submitted, 
F. S. Dersier, 


Secretary 


esident 
C.L, 
iments 
Henry 
1C, A. 
$748 


REPORT OF THE TREASURER OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE YEAR ENDING DECEMBER 165, 1939 


The report of the Treasurer is based upon the report of the Auditoy 
The current assets and current liabilities of the Association are shown ¢, 
the balance sheet (Exhibit I). The income and expenditures appear jp 
Exhibit II. The net income for the year was $2,889.06. The total assets 
are now $44,362.99. This item includes 525 unsold copies of the Economic 
Essays which are carried at $1,257.60, but it does not include the stock of 
unsold copies of the past publications of the Association. No inventory value 
has been placed on these volumes, although the Association receives a cop. 
siderable income from the yearly sales of these publications. 

During the year the Association received $377.32 from advertising placed 
in three issues of the Review. There should be a considerable increase of in. 
come from this source during the next few years, although the total amoun 
is not likely to be a large sum. 

The total expenses for the year have increased but $691.59, notwith- 
standing authorized salary increases of $1,300.00. Of this sum $163.00 
represents an increase in ‘‘administrative and operating” expenses. The 
amounts classified under this heading fluctuate from year to year, depending 
upon a number of influences, such as expenses of the annual meeting and of 
the Executive Committee, office salaries, and the like. The remainder of 
the total increase is charged to “publication expense.” The cost of print- 
ing the Review is larger by $384.47 than last year, which may be explained 
partly by the fact that 300 more copies of the Review were published during 
the current than during the previous years. There were also 43 more pages 
of printed matter. 

The honorarium paid the Managing Editor was increased by the Executive 
Committee from $1,500 to $2,500, an increase that was long overdue. 

The investments of the Association are in excellent condition, showing 1 
present market value in excess of their cost to the Association. Credit for 
this very satisfactory situation, in the face of a general decline of security 
prices, can be given to the members of the Finance Committee, who are 
in active touch with the securities market. The Association has received, 
as the above facts testify, very valuable service which has been most ger- 
erously given by the members of the Committee. 

If the Association does not assume any large increase in its obligations, 
it can continue to operate on its present income and expect a small annual 
addition to surplus 

Respectfully submitted, 
F. S. Derster, 


Treasurer 
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REPORT OF THE AUDITOR 
: Chicago, Illinois, December 22, 1930. 
Frecutive Committee, 
{merican Economic Association, Inc., 
Franston, Illinois. 
Dear SIRS: 

We have audited the books and records of the American Economic Asso- 
siation, Inc., for the year from December 14, 1929, to December 15, 1930, 
and herewith submit our report together with the following financial state- 


nis: Numb 
Exhibit 
Balance sheet—December 15, 1980 I 
Statement of income and expense—Year ending December 15, 


Results from Operations 


The net income for 1930 of $2,889.06 represents a decline of $251.31 
ss compared with the operating results for the year 1929. Following is a 
comparative summary of income and expense for the two years: 


Year ending Increase 
Particulars December December or 
14, 1929 15, 1930 decrease 


Income from— 


$ 13,430.75 $ 13,733.80 $ 303.05 
Interest on investments and bank balances .. 1,965.30 2,095.76 130.46 
Profit on redemption of bond .............. 57.50 57.50 
Economic 72.87 20.33 52.54 


Expenses and costs— 
Administrative and other operating expenses.$ 5,488.09 $ 5,651.09 $ 163.00 


Total expenses and costs ............... $ 12,330.66 $ 18,02225 $ 691.59 


An increase of $410.55 in dues from regular members was partially off- 
set by a decline of $107.50 in dues from subscribing and contributing mem- 
bers. 

A comparison of publication income and expenses for 1930 with 1929, 
together with the budget of expenses submitted for 1930 by the managing 
editor is given below: 


Year Budget 
' Particulars 1929 1930 for 1930 
ncome— 
Subscriptions other than from members ..... $ 4,574.51 $ 4,917.42 
okt. 689.94 588.10 


$ 5,264.45 $ 5,882.84 
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Expenses— 
Printing .. ..+..+-8 4,927.62 $ 5,812.09 
Contributions 1,328.75 1,447.75 
Proceedings 1,865.25 1,353.91 
Total expens: $ 12,107.02 $ 13,254.00 
I 
prin 
1 


The 1930 budget included only the expenses of publishing the Review anj 
did not provide for publishing the proceedings of the annual meeting; 4,309 
copies of each issue of the Review were printed. 


Balance Sheet 


Cash in checking account was reconciled with the bank statement, and 
cash in savings accounts was checked to savings pass-books. The State Bank 


and Trust Company of Evanston furnished us with a certified list of the in- 
vestments held in trust for the Association. We were informed that the ip- 
vestments have been reviewed by the Finance Committee of the Association 
and that a report thereon is being prepared. 

Dues and subscriptions paid in advance are properly shown as unearned 
income. 

Expenses of $184.70 for printing and distributing a booklet reduced the 
membership extension fund to $4,880.14. 

Life memberships were increased by dues of $200.00 for one new mem- 
ber and reduced by $425.00 upon the transfer to surplus of the dues of four 
deceased life members 


Changes in Financial Condition 
The following comparison of balance sheets at December 14, 1929, and 
December 15, 1930, shows the principal changes that have taken place in 
the financial structure of the Association during the year: 


Year ending Increase 

December December or 
{ssets 14, 1929 15, 1930 decrease 
Cash and cash funds Pe eer $ 7,005.46 $ 9,008.48 $ 2,003.02 
Investments, at cost 81,569.48 32,439.48 870.00 
Receivables (net) 713.30 756.60 43.30 
Inventories, at cost 1,590.51 1,577.13 13.88 
Furniture, fixtures, etc., at cost weesevee core 1,127.91 3.60 
Reserve for depreciation lon 456.88 546.61 90.28 
Total assets ee 41,546.68 $ 44,362.99 $ 2,816.31 

Liabilities and Net Werth 

Accounts payable. b 48.62 $ 10.00 $ 38.88 
Unearned income 2,289.86 2,240.43 45.48 
Membership extensio 5,064.84 4,880.14 184.70 
Life memberships. en ... 6,250.00 6,025.00 25.00 


Surplus— 
Balance—December 14, 1929................ 27,898.86 27,893.36 


if 
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Net income for the year ending December 


‘er from life memberships to surplus 
Total liabilities and net worth...... $ 41,546.68 $ 44,362.99 $ 2,816.31 


It will be noticed that the increase in surplus of $3,314.06 was invested 


principally in cash and securities. 
The books of the Association were found to be in excellent condition. 


Very truly yours, 


E. L. Kouver anp Co., 
Certified Public Accountants 
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ALANCE 


Current Assets AND IN 


Cash in banks— 


VESTMENTS: 


{merican Economic Association 


EXHIBIT I 


Assets 


ECONOMIC ASSOCIATION, INCORPORATED 
Sueet, December 15, 1930 


State Bank and 7 ( ny, 

Evanston, Illin« 

Checking ...8 3,032.35 
Savings 1,301.42 

Central Trust ( pany, ¢ bridge, 

Massachusett S ss account 4,674.71 $ 9,008.48 
Receivables— 

Review adver 117.50 

Interest accrued estments = 482.62 

Membership 4a 233.75 

Publication Sales. 89.30 

Less—Reserve for doubtful accounts. ‘ 166.57 756.60 
Inventories, at c 

Economic $ 1,257.60 

Cover stock 118.17 

Stamped 201.36 1,577.13 $ 43,781.69 

Furniture, Fixtures AND Bounp PERIODICALS AT 
Reserve for depri 546.61 581.30 
Total $ 44,362.99 
Liabilities and Net Worth 
Current LIaBiLities 
Accounts payable 3 10.00 
Unearned incom 
Membership .-8 485.00 
Subscriptions 1,755.48 2,240.43 $ 2,250.48 
MEMBERSHIP EXTENSION FunpD.................. 4,880.14 
Net WortnH: 
Life memberships $ 6,025.00 
Surplus unapp1 
Balance—Dece 4, 1929, per audit 
report .. 24,098.86 
Excess of incom: er expenses—year end- 
ing December 15, 1930 (Exhibit IT).... 2,889.06 
Transfer from e memberships due to 
death of four life members............ 425.00 31,207.42 37,232.42 
Total li t nd net worth 


44,352.99 


181.69 


181.30 


362.99 


50.48 


80.14 


Particulars 


ivcome From Dues: 


Regular members (less $202.70 defaulted dues 
unpaid at December 15, 1980).. 
Subscribing and contributing members........ 


Orner INCOME: 


Income from investments— 
Interest earned on— 


Certificates 


of deposit....... 


Custodien’s cc 
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EXHIBIT II 


$ 1,695.21 
141.18 

$ 1,836.39 
82.33 


Interest earned on savings and checking ac- 
COUNTS... 
Profit on redemption of bond...... 


toyalties on Economic Essays 


Miscellaneous income.............+- 


ADMINISTRATIVE AND OTHER OPERATING EXPENSES: 


Secretary’s salary 


Stationery and printing........... 
Telephone and telegrams......... 
Executive Committee expense...... 
American Council of Learned Societies....... 


PuBLICATION EXPENSEs: 


Printing 


Editor’s honorarium .............. 


Contributions 


Editorial expenses and supplies... . 


Editor’s traveling 
Proceedings 


expenses........ 


Sundry publication expense........ 


Total publication expenses.......... 


Publication income— 
Subscriptions other than from 


members . 
Sales of copies 
Advertising .. 


Total expenses........... 


$ 5,312.09 
2,500.00 
1,447.75 
2,555.14 

45.66 
1,353.91 
39.45 


$ 13,254.00 


5,882.84 


Amount 


$ 13,173.80 
560.00 


$ 1,804.06 


291.70 
57.50 
20.33 

3.92 
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$ 13,733.80 


2,177.51 


$ 5,651.09 


7,871.16 


$ 15,911.31 


Net income for year (Ex- 


hibit I) 


13,022.25 


$ 2,889.06 


2,811.83 
330.21 
102.57 
46.32 
72.20 
79.10 
90.23 
425.90 
491.65 
65.00 
75.00 
61.08 
32.42 


REPORT OF THE FINANCE COMMITTEE 


During the year ending December 15, 1930, the following changes in the 
investment list were made: 


The $1,000 Standard Milling Company Bond was called at $972.50, 
The proceeds of this bond and additional surplus were invested as follows: 


$1,000 Pennsylvania Railroad Company, Deb. 414%, due 1970.............., $944.13 
1,000 North American Edison Co., Deb. 5%, Series “C,” due 1969........... 984.79 


1,000 Erie Railroad Company, Ref. and Imp. Mort. 5%, due 1975.......... 932.50 


The total investments of the Association, carried at cost or market, which- 
ever is lower, now amount to $31,753.66. The market value of the list as 
a whole on December 23 was $195.92 above cost. The list has been formally 
reviewed quarterly by your Committee, and has been subject to more fre- 
quent investigation. The annual interest return from this list amounts to 
$1,690.00. 

The list stands as follows: 


$2,000 Armour and Company of Delaware, Ist and Ref., 20 yr., 514%, Ser. 
2,000 Bell Telephone Company of Pa., Ist and Ref. 5%...............045 1,973.00 
5,000 Northern Pacific Railway Co., Ref. 4,825.00 
2,000 Commonwealth Edison Co., Ist 2,050.00 
2,000 Pacific Gas and Electric Co., Ist and Ref. 5144%............ceeeec. 1,970.00 
2,000 Illinois Bell Telephone Co., Ist 5%.......ccccececscecucecccecess . 2,007.50 
2,000 Illinois Central Railroad Co., Ist and Ref. 5%..........cccecceceess 1,995.00 
1,000 Great Northern Railway Co., Gen. Series “A” 7%.........00.eee0e- 1,100.00 
1,000 Southern Illinois and Missouri Bridge Co. 4%.................045. 810.00 
1,000 Crown Willamette Paper Co. Ist 6%.....ccscsesccccccsccccccsscsss 980.00 
2,000 U. S. of America, 4th Liberty Loan 4144%.............ccccceecseces 2,076.20 
3,000 By-Products Coke Corp. Ist 546%. 1,020.00 
1,000 National Dairy Products Corp. 646%... 985.00 
31600 Obie Power Co. Ist and Bet, 960.00 
1,000 Chicago, Rock Island and Pacific Equip. Trust “P” 414%............ 954.78 
1,000 Erie Railroad Co. Ref. and Imp. Mort. 5%...........cccsceescveee 770.00 
1,000 North Ameri Edison Co. Deb. Series 6% saws 975.00 


Respectfully submitted, 
C. H. Crennan, Chairman 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1930 


The cost of the Review during 1930 was $11,935.22 as compared with 
210,022.59 in 1929. This increase of $1,912.63 was largely due to an in- 
crease of salaries in the office of the Managing Editor, and to an increase 
in printing costs. This latter, in turn, was due to an increase in the num- 
ber of pages printed—811 as compared with 768 in 1929—and to a slight 
vain in the number of copies printed—4,300 as compared with 4,225. 

By principal items the cost of the Review during 1930 was as follows: 


Printing (paper, reprints, postage, etc.).............. $ 5,386.67 

$11,935.22 


On the basis of printing 4,300 copies the following budget for 1931 is 
submitted : 


Printing (paper, reprints, postage, etc.)............. $ 5,300.00 

$12,000.00 


The following persons have served as editors during the past year: Pro- 
fessor J. M. Clark and Dr. E. G. Nourse, whose terms expire this year; 
Professor I. L. Sharfman and Professor Sumner H. Slichter, whose terms 
expire in 1931; and Professor F. B. Garver and Professor N. S. B. Gras, 
whose terms expire in 1932. 

During the past year 184 persons have co-operated in writing leading 
articles, communications, reviews, and notes. This is the largest number of 
contributors the Review has enjoyed, and the editors greatly appreciate the 
generous aid thus rendered. 

It has become a serious problem to provide space for adequate listing of 
new books in the field of economics. During the first ten years of our pub- 
lication the average number of pages devoted to such listing was 109, while 
during the last ten years the average number of pages has been extended to 
178, This has been an encroachment upon the space given to reviews of new 
vooks, for in the latter period there has been an average of 126 pages as 
compared with 225 pages in the earlier decade. 

During the past year it has also been necessary to defer the publication 
of leading articles which have been accepted by the board of editors. It is 
possible that in the near future it may appear desirable to publish six issues 
each year instead of four. 

It is to be noted that beginning with the June issue a few pages of ad- 
vertisements have been carried in the Review. 
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Appended are the comparative tables showing the distribution of contenis 
and cost by principal items, in continuation of tables previously given. 
Respectfully submitted, 
Davis R. Dewey. 
Managing Editor 


ante I—Paces Given To Eacu Section 
, Leading | p New Docu- Periodical] ,,; 
| articles |“ ments, Te! sbstracts| Notes | Theses | Totals 
liste | ports, etc. 
1911 342 O4 62 89 133 40 s 97 
1912 | 291 29 101 110 | 186 41 11 1038 
1913 | 347 268 104 141 | 167 | 43 8 1078 
1914 327 243 146 113 | 166 35 10 1030 
1915 | 314 ? 90 142 | 144 | 42 14 1003 
1916 388 { 91 90 | 140 46 13 1024 
1917 | 378 192 110 127 120 42 15 984 
1918 | 389 157 91 112 | 99 41 17 906 
1919 374 163 154 103 | 95 47 12 948 
1920 | 395 109 155 98 | 122 42 15 936 
1921 331 it 133 39 117 38 ll 772 
19292 293 é 158 35 124 37 13 752 
1923 298 2 184 26 | 113 | 43 14 800 
1924 339 110 19] 23 113 42 18 836 
1925 325 13] 78 7 | 110 38 23 832 
1926 270 137 184 15 108 43 27 784 
1927 262 20 195 32 | 114 42 27 792 
1928 | 335 | 176 12 | 121 45 28 828 
1929 315 . 173 18 1 52 28 768 
1930 348 4 210 12 — 58 29 811 
laste 
Year | Printing phe Clerical | Supplies Totals 
1911 | $2495.18 $1500.00 $1320.25 | 8% 865.50 $413.51 $ 6730.59" 
1912 | 3220.85 60.00 1114.50 | 794.89 292.68 6922.90 
1913 3328.01 00. 00 1268.35 983.09 | 825.10 7404.55 
1914 3023.62 1500.00 312.25 | 1236.29 459.18 7581.34 
1915 2834.91 10. 00 1210.00 1171.87 286 . 86 7003.64 
1916 3257 . 27 10.00 1423.00 | 1173.93 339 . 86 7694.06 
1917 3762.37 00.00 1267 .00 1151.30 326.01 8006.68 
1918 3497.73 00.00 1203.25 | 1260.06 332.73 7793.77 
1919 5049 . 50 00.00 1231.50 1325.93 347.84 9454.77 
1920 6656.31 0.00 1122.75 | 1595.64 307.20 11181.90 
1921 5646.97 1). 00 64.50 | 1472.50 319.97 9003.94 
1922 | 4795.28 00.00 - | 1370.00 314.77 7980.05 
1923 5032.59 00 | 1650.09 437.86 8620.54 
1924 5423.28 0.00 1110.25 | 1464.01 305.32 9802. 86 
1925 | 5713.01 1133.50 | 1757.32 406. 36 10510. 19 
1926 | 5382.24 .f 1128.00 | 1589.86 323. 48 9873.53 
1927 | 5619.20 0.00 1013.75 | 1806.50 297 . 25 10236.70 
1928 | §321 .95 00.00 1190.50 | 1956.50 375.37 10344. 52 
1929 | 4927 . 62 00.00 1328.75 2004.50 261.72 10022.5° 
1930 | 5386.67 0.00 1447.75 | 2253.00 | 347.80 11935.22 


* Includes $136.15, t lling expenses of editors. 


mas 
Pro 
ox 
Cidi 
had 
a 
sall 
con 
um 
Bur 
} 
Sul 
of 
rea 
1} 
: nes 
une 
an 
+h} 
Mala 


‘tents 


REPORT OF THE JOINT CENSUS ADVISORY COMMITTEE 


At the request of the Director of the Census a meeting of the Census 
Advisory Committee was held at 9:30 a.m., on Saturday, November 8, 1930, 
,t the Bureau of the Census in Washington, to consider the advisability of 
making a sample census of unemployed. Four members of the Committee, 
Professors George E. Barnett, W. I. King, Leo Wolman, and Walter F. Will- 
cox, and one former member, Professor G. F. Warren, who had been espe- 
vially invited by Director Steuart to attend, were present. 

The Director of the Census in a preliminary explanation said that he 
had been asked to get the opinion of the Committee on the question of taking 
a census of unemployment in a limited area or for certain districts as a 
sample, so that the results could be used for comparison with those of the 
complete census of unemployment taken in April, 1930, and as a basis in 
estimating the total number of unemployed in the United States at the present 
ume. 

After a full discussion the Committee adopted unanimously the following 
resolutions : 

1. The Committee believes that at the present time the best aid that the 
Bureau of the Census can furnish on the subject of measuring unemployment 
is by expediting the publication of the state bulletins giving detailed re- 
sults of the unemployment census taken last April, including classification 
of the unemployed by age, by sex, by number of weeks unemployed, by 
reason for unemployment, by family relationship, and by occupation. These 
bulletins will be of great value in measuring the nature, extent, and serious- 
ness of unemployment. 

2. The Committee believes it desirable that a special tabulation of informa- 
tion on the schedules of the current census be made to show the number of 
unemployed in their relation to the families to which they belong and thus 
add materially to what is now known about unemployment. 

3. The Committee believes that a special enumeration of the unemployed 
and of population through a sampling census is not to be recommended at 
this time. 

Respectfully submitted, 
Watter F. Wixtcox, 
Chairman 
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REPORT OF THE REPRESENTATIVES OF THE ASSOCIATION T9 
THE SOCIAL SCIENCE RESEARCH COUNCIL 


I submit herewith a brief report on the work of the Social Science Research 
Council during the past year: 

I. A Question of Policy. The Council, in its support, has stressed cross. 
discipline problems, not because of any lack of appreciation of problems 
falling within the limits of a single discipline, but because of a desire ty 
assist at those points in the research field where the difficulties confronting 
the investigator are obviously great. At the Hanover meeting, September 
last, the Council’s policy was re-examined and stated in the following words: 

The Social Science Research Council is concerned with the promotion of research 
over the entire field of the social sciences. The Council’s thinking thus far has 
been largely in terms of social problems which cannot be adequately analyzed 
through the contributions of any single discipline. It is probable that the Council's 
interest will continue to run strongly in the direction of these inter-discipline in- 
quiries. At the same time, the Council is quite aware of the fundamental place 
which the several recognized disciplines occupy in the upbuilding of more effective 
scientific research in the social field. The Council consequently acknowledges its 
definite responsibility for the promotion of research in the several constituent dis- 
ciplines. In giving continued consideration to the needs of research in the individual 
disciplines, the Council would welcome the assistance of the constituent societies. 


Growing out of this action, plans are under way further to supplement 
this plan of the Council’s through specific co-operation with the several con- 
stituent societies. 

II. Council Program. In line with the Council’s policy of developing 
constantly wider contacts with research groups in the social science field, 
members-at-large representing geography and education have been added 
during the past year. A member-at-large from the field of psychiatry was 
appointed for a second term, and representatives of public health and law 
also hold memberships-at-large. 

In order to give further focus to its work, the Council has moved steadily 
during the past year in the direction of concentrating a part of its energy 
on the development of research in certain specified fields. A section on re- 


search in international problems is being set up at the present time, and 
Professor James T. Shotwell of Columbia University has joined its staii 
to direct this program. The various committees that have operated in the 


past in the economic field are being concentrated under a single section on 
business, finance, and industry under the direction of Dr. Meredith B. Givens. 
Professor Wesley C. Mitchell has been given a small grant for his use in 


exploring the possibilities for a third section devoted to the problem of con- 
sumption and leisure, the spending of time and money. Other research 
areas are actively under consideration. 

III. Regional ¢ nittees. Last year the Council set up regional com- 
mittees in the South and on the Pacific Coast, in order to maintain more 
effective contact with the research interests of social scientists in these 
areas. It is obvious that no matter where the office of a national council 
is located, it will be unfortunately remote from certain other parts of the 


country. Every effort has been made during the past year to develop the 
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york of these regional committees. The latter are not in any sense con- 
gned to regional problems but are encouraged to transmit to the Council 
or to develop independently problems of all kinds of concern to the research 
yorkers in their areas. The Pacific Coast Committee has operated actively 
juring the past year as has the Southern Regional Committee. In order to 
stimulate further the research activity in the area of the latter, the Council 
has made available a special sum for grants-in-aid to southern social scien- 
tists, to be administered by the Southern Regional Committee. This move 
was taken because of the general lack of research funds in most of the south- 
em institutions and the prevalence of heavy teaching schedules. It is hoped 
that if the funds can be made available for several years, research can be 
strengthened in many institutions. 

IV. Local University Research Councils. Reference has been made in 
earlier reports to local research councils. The number of such is growing 
rapidly. A year ago the Council held a conference of representatives of these 
councils in connection with its annual summer conference. Since that time 
it has maintained constant contact with each of these councils, circulating 
minutes, reports, and other material of interest to the various secretaries. 
It is planned to call together again representatives of this widening group of 
active local institutions for a second conference under the Council’s auspices. 

V. Fellowships. During the year, the Council’s three fellowship pro- 
grams have continued: thirty fellowships, being awarded in the senior series 
of post-doctoral fellowships, twenty-four fellowships under the five-year pro- 
gram of fellowships in agricultural economics and rural sociology, aimed at 
developing more effective research personnel through whom to utilize avail- 
able government funds in the field of agriculture, and twenty-six fellowships 
in the newly constituted series of fellowships for southern graduate students. 

A six-year summary of the fellowships granted in the post-doctoral series, 
distributed by discipline, shows the following totals: anthropology, seven; 
economics, thirty-three; history, thirty-one; political science, twenty-two; 
sociology, seventeen; psychology, thirteen; statistics, one; law, two; educa- 
tion, one; geography, two; problems of scientific methodology, four. Of 
course, every effort is made by the Council to maintain equal opportunity 
for applicants from all of the fields represented by its constituent societies. 
In the last analysis, however, the Council must be governed by the availability 
of first rate applicants who either come to it or whom it is able to discover. 
Hence the disparity in the numbers granted to the different disciplines. 

VI. Grants-in-Aid. During the past year, thirty-five grants-in-aid were 
awarded to mature scholars. 

A summary of grants during the four years of operation of these awards 
shows the following: anthropology, four; economics, fourteen; history, thirty- 
eight; political science, thirteen; sociology, eight; psychology, nine; statistics, 
‘wo; law, one; geography, four. As regards the disparity here represented 
‘mong the various disciplines, the same condition holds as was noted immedi- 
ately above as regards fellowships. 

VII. Committee Activity. It is unnecessary to review the work of the sev- 
ral Council committees. Reference may, however, be made to two of these. 
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The Committee on Social and Economic Research in Agriculture has 
pushed forward actively its series of monographs on scope and methods of 
research in agricultur [here are to be approximately twenty-two studies 
in this series, all under t general editorship of Professor John D. Black 
of Harvard Universit \ subcommittee was set up under the Committe 
on Agriculture to study the kind and extent of mathematical training for 
social investigators her subcommittee has developed an extensive stndy 
of rural social work; while still a third committee has developed a plan for 
which funds have been secured for an extensive program of graduate train. 
ing in agriculture in Washington, D.C. 

The other committee to which reference may be made is that on business 
research. Plans for long time studies of four major industries to be carried 
on in strategically located university business schools have been completed 
during the year, and funds are being sought at the present time for these 
studies. The four industries are the automobile, publishing, coal and lumber. 

VIII. The Chicago World’s Fair. Perhaps attention should be called to 
the fact that the Council has set up a Social Science Committee for Chicago's 
World’s Fair, 1933. Professor Odum of the University of North Caroline has 
been placed in charge of exhibits in the social sciences, and an advisory 
committee is being selected to function in co-operation with him. The ques- 
tion of meetings of the scientific associations at the time of the fair, June 
to October, has been raised. Perhaps our Association, co-operating with 


other associations, 1 consider whether it will hold a special meeting 
at that time. The economics of a century of progress could be developed into 
a splendid program. 

Respectfully submitted, 


H. A. 
A. S. Jounson 
G. E. Barnerr 
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REPORT OF THE REPRESENTATIVE OF THE AMERICAN 
ECONOMIC ASSOCIATION TO THE BUSINESS 
RESEARCH COUNCIL 


The Business Research Council has been organized with Harry S. Denni- 
gon as its president, C. O. Ruggles as its vice-president, and W. J. Donald 
as acting secretary-treasurer. 

The present membership of the Council is as follows: 

4, Members at Large: 

Henry S. Dennison, President, Dennison Manufacturing Company, Fram- 
ngham, Massachusetts. 

“Sam A. Lewisohn, Vice-President, Miami Copper Company, 61 Broadway, 
New York, New York. 

Arthur H. Long, Industria] Relations Counselors, 165 Broadway, New 
York, New York. 

Joseph H. Willits, Industrial Research Department, Wharton School of 
linance and Commerce, University of Pennsylvania, Philadelphia, Pennsy]- 
vyanla, 

C. O. Ruggles, Professor of Public Utility Management, Graduate School 
of Business Administration, Harvard University, Cambridge, Massachusetts. 

Dwight T. Farnham, Manager, Industrial Department, Peat, Marwick, 
Mitchell and Company, 40 Exchange Place, New York, New York. 

Dr. Edwin F. Gay, Professor of Economics, Harvard University, Cam- 
bridge, Massachusetts. 

W. J. Donald, Managing Director, American Management Association, 
20 Vesey Street, New York, New York. 

B. Members by Appointment: 

Donald R. Belcher, Assistant Chief Statistician, American Telephone and 
Telegraph Company, 195 Broadway, New York, New York, appointed by 
American Statistical Association. 

E. E. Lincoln, Economist, International Telephone and Telegraph Cor- 
poration, 67 Broad Street, New York, New York, appointed by American 
\Management Association. 

L. C. Marshall, Institute of Law, Johns Hopkins University, Baltimore, 
Maryland, appointed by the American Economic Association. 

Channing E. Sweitzer, Managing Director, National Retail Dry Goods 
Association, 225 West 34th Street, New York, New York, appointed by the 
American Trade Association Executives. 

Ralph E. Heilman, Dean, School of Commerce, Northwestern University, 
Wieboldt Hall, Chicago, Illinois, appointed by the American Association of 
Collegiate Schools of Business. 

A modification has been made in the statement of the purposes of the 
Council. The precise character of this modification may be best seen from 
the amendment of Article III of the Articles of Incorporation. This Article 
now reads as follows: 


The nature of the business, objects or purposes proposed to be transacted, pro- 
moted or carried on in co-operation with governments, universities, learned societies, 
associations, corporations, and individuals are: 
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1. To encourage, aid, counsel, support, direct, or to carry on or conduct, directly 
or indirectly: J 


a. Any scientific work of investigation or research in any of the general field; 
of business i/or 

b. Any group, movement, institution, or organization engaged in any scientific 
work of investigation or research in any of the general fields of busines 
and/or 7 

c. The development or management of any machinery, methods, devices, means 
agencies, or instrumentalities that may be useful in any scientific work of 
investigation or research in any of the general fields of business. 


In carrying out these objects and purposes, the Council may: 


1. Establish and maintain a register of research studies concerning the 
field of business 

2. Make available information regarding business research as provided 
in the by-laws and/or rules. 

8. Report from time to time on the status and progress and trends in busi- 
ness research 

4. Assist in the avoidance of unnecessary or undesirable duplication and 
overlapping in business research and encourage business research as 
provided in the by-laws and/or rules. 

5. Use such other means and take such other steps as are consistent with 


the purposes of the Council. 
In addition to the foregoing change in the Articles of Incorporation, a 


change has been made in the membership so that the maximum number of 
members will now be twenty-four instead of twenty-three as formerly, and 
the number to be appointed by organizations or associations may equal the 
number of members at large. 

The Council has not as yet worked out any comprehensive program of 
action, for it has not yet been financed in any large way. The largest single 
piece of work now in preparation is a report of research for the year 1931. 
This report will cover research being carried on by the following: 

1. Collegiate schools of business which are members of the American Asso- 

ciation of Collegiate Schools of Business. 

2. A number of departments of business administration which are not or- 

ganized as schools of business administration. 

8. Engineering schools which are interested in certain aspects of business 

research. 

4. Certain schools of education and bureaus of educational research which 

are interested in particular aspects of business research. 

5. Departments of economics and certain other institutions of research, 

bureaus attached to universities and other collegiate institutes such 
as the Yale Institute of Human Relations, etc. 


Respectfully submitted, 
L. C. MarsHa. 
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THE CLEVELAND HOTEL CONTROVERSY 


This statement of fact concerning the controversy now going on in the 
Cleveland hotels is presented for two reasons: 

First, because many members of the various societies now in session here 
sre asking why we met in hotels that have not succeeded in working out 
amicable relation with their employees. 

Second, because there has arisen an insistent demand for at least an intro- 
duction to the facts lying behind the controversy. 

For aid in considering the first question we have turned to the local com- 
mittee on arrangements and to the officers of the American Economic Asso- 
ciation and of the American Association for Labor Legislation. As a result 
we are satisfied that the various associations meeting in Cleveland hotels at 
this time could not without serious embarrassment have responded to requests 
that came to them from various sources to take the meetings away from 
Cleveland. Contracts were made with the hotels before the controversy had 
reached an active stage, and later, when the situation was made clear to 
the societies, plans were too far developed to make it possible to consider 
removal to another city. The Association for Labor Legislation did, however, 
move all of the meetings over which it had exclusive control out of the hotels 
involved in the controversy, remaining only for meetings held jointly with 
other societies. 

In order to ascertain the facts of the controversy we have examined the 
documents essential to an understanding of the situation and have interviewed 
as many of the persons acquainted with the matter as we could, including 
the city manager and others representing the city, officers of the unions in- 
volved, and observers not personally concerned. We regret to say that despite 
earnest efforts on our part we were unable to see any of the hotel managers. 

This brief statement is not therefore a report based upon thorough in- 
vestigation but a somewhat impressionistic statement of facts immediately 
available which necessarily disregards underlying factors that an exhaustive 
study would reveal. 

In the main this is a labor controversy of a type that is not unusual. Up 
to last summer the hotels had had continuous contractual relations with the 
unions running over a number of years. A day or so before the expiration 
of the last contract, which terminated on July 15, the Cleveland Hotels As- 
sociation notified the unions that they would discontinue all relations with 
tem on that date and at the same time offered individual contracts to their 
employees. Many, perhaps most, of the employees refused to sign the 
contracts and were, accordingly, dismissed; whereupon the union declared 
that a lockout was in progress and picketing began. 

the city manager appointed a committee to try to bring the controversy 
to an end, but their efforts proved fruitless when the hotel managers failed 
‘o meet the committee, sending in their stead an attorney who filed a state- 
ment signed by the managers declaring that they would not under any cir- 
cumstances renew their relations with the union. 

Regardless of the right or wrong of it the whole matter boils down to a 
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controversy of a type that is by no means uncommon, in which an association 
of employers sets out to get rid of a union. The individual contract allows 
the signers to remain union members if they wish, but refusal to confer 
or deal with the union establishes a condition of nonunionism. A less com- 
mon feature of this controversy is the fact that the hotel managers have not 


at any time offered any reasons of consequence for their substitution of in- 
dividual for collective bargaining. We are informed by newspaper men that 
they have been unable to secure a reasoned explanation of the refusal to 
continue contractual relations with the union. Similarly, we ourselves failed, 
despite repeated attempts, to secure any statement from any representative 
of the Hotels Association 
The signers of this report do not feel justified in characterizing any of 
the facts set forth. They are presented for the information of the members 
of the two associations that we represent, and for such further inferences 
and conclusions as may seem justified. 
M. Lerserson, American Economic Association 
Joun A. Fircu, American Association for Labor Legislation 
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Numbers starred are sold only with the sets; the supply of those double starred 
is exhausted. For information apply to the Secretary. 


Volume I, 1886 
Price in paper 


Report of Organization of the American Economic Association. Pp. 46. $ .50 
23. ** Relation of the Modern Municipality to the Gas Supply. By E. J. 

James. Pp. 66. 15 

4, Co-operation in a Western City. By Albert Shaw. Pp. 106. 15 

5. **Co-operation in New England. By E. W. Bemis. Pp. 136. 75 

6. ** Relation of the State to Industrial Action. By H.C. Adams. Pp. 85. 15 


Volume II, 1887 


Three Phases of Co-operation in the West. By Amos G. Warner. Pp. 119. .75 
2. Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. 


Pp. 106. 15 
3. The Railway Question. By Edmund J. James. Pp. 68. 15 
4. Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. 75 
5. ** Medieval Guilds of England. By E. R. A. Seligman. Pp. 113. 15 
. Relation of Modern Municipalities to Quasi-Public Works. By H. C. Adams 

and others. Pp. 87. 15 


Volume III, 1888 
l, Statistics in College, by C. D. Wright; Sociology and Political Economy, F. 
_ _H. Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. 15 
*. Capital and Its Earnings. By John B. Clark. Pp. 69. 15 
3. The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 
Valley, by E. W. Bemis; Report of the Second Annual Meeting. 
Pp. 86. 
+. ** Statisties and Economics. By Richmond Mayo-Smith. Pp. 127. 1.00 
‘. The Stability of Prices. By Simon N. Patten. Pp. 64. 75 
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Volume IV, 1889 


1. Contributions to the Wages Question: The Theory of Wages, by Stuart 
Wood; Possibility of a Scientific Law of W oat, by J. B. Clark. Pp. 69. $ 15 
2. Socialism in England. By Sidney Webb. Pp. 7 5 
8. Road Legislation for the American State. By I. W. Jenks. Pp. 83. 1 
4. Third Annual Meeting: Report of the Proceedings. Pp. 123. % 
5. ** Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R, 
Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69, 15 
6. An Honest Dollar. By E. Benjamin Andrews. Pp. 50. BO 


Volume V, 1890 
The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122, 


1. 1.0 
2. Two Essays on Child-Labor. By W. F. Willoughby and Clare de Graffen- 


ried. Pp. 150 
8-4. Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85, 
5. History of the New York Property Tax. By J. .” Schwab. Pp. 108. 
6. Educational Value of Political Economy. By S. N. Patten. Pp. 36. 


Volume VI, 1891 
1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102, 
4-5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 186. 
6. State Railroad Commissions. By F. C. Clark. Pp. 110. 


Volume VII, 1892 


1. ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 
2-3. ** Shifting and Incidence of Taxation. By E. R. A. Seligman. Pp. 424 
(Revised). 


4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 
6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 170. 


Volume VIII, 1893 


1. Fifth Annual Meeting: Report of the Proceedings. Pp. 1380. 

2-3. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 132, 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 

6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 


Volume IX, 1894 


Sixth Annual Meeting: Handbook and Report. Pp. 7 

1-2. ** Progressive Taxation Bq ory and Practice. By Edwin R. A. Selig- 
man. Pp. 222. (See 19 8, No. 4.) 

The Theory of Tr insportation. ‘By C. H. Cooley. Pp. 148. 

Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 


A. T. Hadley, and J. G. Brooks. Pp. 94. 


Volume X, 1895 
Seventh Annual Meeting: Handbook and Report. Pp. 138. 


Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, 


50 


1-8. The Canadian Banking System, 1817-1890. By R. M. Breckenridge. Pp. 478. 1.50 


4. Poor Laws of Massachusetts and New York. By John Cummings. Pp. 136. 
5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H. Hollander. 
Pp. 204. (In cloth, only.) 


Volume XI, 1896 
1-3. ** Race Traits and Tendencies of the American Negro. By F. L. Hoffman. 
Pp. 330. 
4. Appreciation and Interest. By Irving Fisher. Pp. 110. 
*General Index to Volumes I-XI (1886-1896.) 
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ECONOMIC STUDIES 


¥ 1 Price of the Economic Studies $2.50 per volume in paper. 
35 Volume I, 1896 
7 Fighth Annual Meeting: Handbook and Report. Pp. 178. $ 50 
R - |. The Theory of Economic Progress, by J. B. Clark; The Relation of Changes 
j 15 in the Volume of the Currency to Prosperity, by F. A. Walker. 
Pp. 46. 50 
* 2. The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by 
H. R. Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate 
System, by F. W. Taylor. os 83. 50 
1.0 3, **The Populist Movement. By Frank L. McVey. Pp. 81. 50 
n- 4, The Present Monetary Situation. By W. Lexis; translated by John Cum- 
15 mings. Pp. 72. 50 
1,00 5-6. The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. .75 
Volume II, 1897 
, Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 
|, Economies nd Jurisprudence. By Henry C. Adams. Pp. 48. -50 
2, The Saloon Question in Chicago. By John E. George. Pp. 62. 50 
1.00 3, The General Property Tax in California. By C. C. Plehn. Pp. 88. 50 
15 4, Area and Population of the United States at the Eleventh Census. By W. F. 
1.0 Willcox. Pp. 60. 50 
5 5. A Discussion Concerning the Currencies of the British Plantations in Amer- 
ica, etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. 50 
§. Density and Distribution of Population in the United States at the Eleventh 
t3 Census. By W. F. Willcox. Pp. 79. 50 
4 q Volume III, 1898 
Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 
pe 1, Government by Injunction. By William H. Dunbar. Pp. 44. 50 
a 2. Economie Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 50 
3, The Ohio Tax Inquisitor Law. By T. N. Carver. Pp. 50. 50 
4. The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 50 
5 5. Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 50 
1.00 6. The State Purchase of Railways in Switzerland. By Horace Michelie; trans- 
1.00 lated by John Cummings. Pp. 72. 50 
1.00 Volume IV, 1899 
Eleventh Annual Meeting: Handbook and Report. Pp. 126. 50 
1. I, Economics and Politics. By A. T. Hadley. II. Report on Currency 
oO Reform. III. Report on the Twelfth Census. Pp. 70. 50 
} 2. Personal Competition. By Charles H. Cooley. Pp. 104. 50 
1.00 3. Economics as a School Study. By F. R. Clow. Pp. 72. 50 
15 +5. The English Income Tax. By J. A. Hill. Pp. 162. 1.00 
15 §. Effects of Recent Changes in Monetary Standards upon the Distribution of 
4 Wealth. By F. S. Kinder. Pp. 91. 50 
75 
NEW SERIES 
50 |. **The Cotton Industry. By M. B. Hammond. Pp. 382. $1.50 
. 150 2, Scope and Method of the Twelfth Census. Critical discussion by over twenty 
1% statistical experts. Pp. 625. 
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THIRD SERIES 


Nore.—During 1896-1899 the Association issued its publication in two series viz, 
the bimonthly Economic Studies, and the “New Series” of larger monographs printed 
at irregular intervals. In 1900 it reverted to the policy of issuing its monographs 
now called the “Third Series” of the publications at quarterly intervals, ‘ 

Price per volume $4.00 


Volume I, 1900 


1. Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 
Trusts; Railroad Problems; Public Finance; Consumers’ League; 
Twelfth Census. Pp. 186. $1.00 

2. The End of Villinage in England. By T. W. Page. Pp. 99. 1.00 

3. Essays in Colonial Finance. By Members of the Association. Pp. 808. 1.50 

4. Currency and Banking in the Province of Massachusetts Bay. By A. McF. 


Davis. Part I: Currency. Pp. 464 + 19 photogravure plates. 1.35 


Volume II, 1901 


1. **Thirteenth Annual Meeting: Papers on Competition; Commercial Educa- 
tion; Economic Theory; Taxation of Quasi-public Corporations; Muni- 
cipal Accounts. Pp. 300. 1.25 
2. Currency and Banking. By A. McF. Davis. Part II: Banking. Pp. 341 
+ 18 photogravure plates. 1.35 
8. Theory of Value before Adam Smith. By Hannah R. Sewall. Pp. 182. 1.00 
4. Administration of City Finances in the U.S. By F. R. Clow. Pp. 144. 1.00 


Volume ITI, 1902 
1. Fourteenth Annual Meeting: Papers on International Trade; Industrial 
Policy; Public Finance; Protective Tariff; Negro Problem; Arbitration 
of Labor Disputes in Coal Mining Industry; Porto Rican Finance; 


Economic History. Pp. 400. 1.50 
2. **The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 1.25 
3. Taxation in New Hampshire. By M. H. Robinson. Pp. 282. 1.25 
4. **Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 15 


Volume IV, 1903 


1. Fifteenth Annual Meeting: Papers and Discussions on Economics and Social 
Progress; Trade Unions and the Open Shop; Railway Regulation; 
Theory of Wages; Theory of Rent; Oriental Currency Problem. Pp. 
298. 1.25 


2. Ethnic Factors in the Population of Boston. By F. A. Bushee. Pp. 171. 1.00 
8. History of Contract Labor in the Hawaiian Islands. By Katherine Coman. 

Pp. 74. 15 
4. **The Income Tax in the Commonwealth of the United States. By Delos 0. 


Kinsman. Pp. 134 1.00 
Volume V, 1904 
Sixteenth Annual Meeting. Papers and Proceedings published in two parts. 
1. Part I—Papers and Discussions on Southern Agricultural and Industrial 
Problems; Social Aspects of Economic Law; Relations Between Rent 
and Interest. Pp. 240 1.00 


2. Part II—Papers and Discussions on The Management of the Surplus Re- 
serve; Theory of Loan Credit in Relation to Corporation Economics; 
State Taxation of Interstate Commerce; Trusts; Theory of Social Caus- 
ation. 1.00 
3. Monopolistic Combinations in the German Coal Industry. By Francis 


Walker. Pp. 340 1.25 
t. **The Influence of Farm Machinery on Production and Labor. By Hadley 
Winfield Quaintance. Pp. 110. 


Volume VI, 1905 
Seventeenth Annual Meeting. Papers and Proceedings published in two 
parts. 
1. Part I—Papers and Discussions on the Doctrine of Free Trade; Theory of 
Prices; Theory of Money; Open Shop or Closed Shop. Pp. 226. 1.00 
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> Part 1I—Papers and Discussions on Government Interference with Indus- 

, trial Combinations; Regulation of Railway Rates; Taxation of Rail- 
ways; Preferential Tariffs and Reciprocity; Inclosure Movement; 
Economie History of the United States. Pp. 270. $1.00 

**The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 

" Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 


Volume VII, 1906 


Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth 
| and the Public Service; Theory of Distribution; Government Regulation 
of Railway Rates; Municipal Ownership; Labor Disputes; The Eco- 
nomic Future of the Negro. Pp. 325. 


9 Railroad Rate Control. By H. S. Smalley. Pp. 147. 


On Collective Phenomena and the Scientific Value of Statistical Data. By 
E. G. F. Gryzanovski. Pp. 48. 

Handbook of the Association, 1906. Pp. 48. 

_ The Taxation of the Gross Receipts of Railways in Wisconsin. By G. E. 

Snider. Pp. 138. 


Volume VIII, 1907 


Nineteenth Annual Meeting: Papers and Discussions on Modern Standards 
of Business Honor; Wages as Determined by Arbitration; Commercial 
Education; Money and Banking; Western Civilization and Birth Rate; 
Feonomic History; Government Regulation of Insurance; Trusts and 
Tariff; Child Labor. Pp. 268. 1.00 
_ Historical Sketch of the Finances and Financial Policy of Massachusetts 
from 1780 to 1905. By C. J. Bullock. Pp. 144. 1.00 
Handbook of the Association, 1907. Pp. 50. 25 
_ The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 822. .00 
The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. .00 


Volume IX, 1908 


Handbook of the Association, 1908. Pp. 49. 

|. Twentieth Annual Meeting: Papers and Discussions on Principles of Govern- 
ment Control of Business; Are Savings Income; Agricultural Eco- 
nomics; Money and Banking; Agreements in Political Economy; Labor 
Legislation; Relation of the Federal Treasury to the Money Market; 
Public Service Commissions. Pp. 311. 


2, Chicago Traction. By R. E. Heilman. Pp. 131. 


. Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 
. **Progressive Taxation in Theory and Practice. Revised Edition. By E. 
R. A. Seligman. Pp. 334. 1. 


Volume X, 1909 


|. Twenty-first Annual Meeting: Papers and Discussions on The Making of 

Economic Literature; Collective Bargaining; Round Table on Account- 

ing; Labor Legislation; Employers’ Liability; Canadian Industrial- 

Disputes Act; Modern Industry and Family Life; Agricultural Eco- 

nomics; Transportation; Revision of the Tariff; A Central Bank; The 

National Monetary Commission; Capitalization of Public Service Cor- 
porations in Massachusetts. Pp. 432. 1.50 
. Handbook of the Association, 1909. Pp. 59. .25 
3. **The Printers. By George E. Barnett. Pp. 879. 1.50 
. Life Insurance Reform in New York. By W. H. Price. Pp. 95. 15 


Volume XI, 1910 


. Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economics; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations; 
Trusts; Taxation. Pp. 386. 1 
**Handbook of the Association, 1910. Pp. 79. 
3, The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 


5 

25 
1.2 
- The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 1 
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THE ECONOMIC BULLETIN 
Published quarterly in 1908, 1909, and 1910, and containing personal notes, ney, 


of the economic world, announcements of special lines of investigation, and a classi. 
fied and annotated bibliography of the current books and articles on economic sy. 
jects. 

Volume_ I, 1908. Four numbers. $2.00; each 49 
Volume II, 1909. Four numbers. $2.00; each 69 
Volume III, 1910. | numb 


pers, $2.00; each 60 


FOURTH SERIES 


Subscriptions by non-members, libraries, etc., $5.00 a year. 


Volume I, 1911 


The American Economic Review, **March, June, September, and December; 
each, $1.00 
Twenty-third Annual Meeting: Papers and Discussions on The Significance of 
a Comprehensive System of Education; Money and Prices; The Ricardo 
Centenary; Accounting; Canals and Railways; Population and Immi- 
gration; Labor Legislation; Taxation; A Definition of Socialism; Com- 
petition in the Fur Trade. Pp. 888. 1.50 
**Handbook of the Association, 1911. 5 
Volume II, 1912 
The American Economic Review, March, June, September, and December; 
each, 1.00 


Supplement.—Twenty-fourth Annual Meeting: 
Papers and Proceedings. The Economic Utilization of History; Tariff 
Legislation; The Federal Budget; Rural Conditions; Selection of Popu- 
lation by Migration; The Price Concept; An International Commission 


on the Cost of Living; Industrial Efficiency. Pp. 146. 1.25 
Volume III, 19138 
The American Economic Review, March, June, **September, and **December; 
each, 1.25 


Supplement.—Twenty-fifth Annual Meeting: 


Papers and Proceedings. Population or Prosperity; The Rising Cost 
of Living—Standardizing the Dollar; Banking Reform; Theories of 


Distribution; Farm Management; Governmental Price Regulation. 
Pp. 155. 1.25 
Supplement.—Handbook of the Association, 1913. 50 


Volume IV, 1914 
The American Economic Review, March, June, September, and December; 
each, 1.25 

Supplement.—Twenty-sixth Annual Meeting: 

Papers and Proceedings. The Increasing Governmental Control of Eco- 

nomic Life; The Control of Public Utilities; Railroad Rate Making; 

Syndicalism; Trust Decisions and Business. Pp. 211. 1.25 
Supplement.—Handbook of the Association, 1914. 1% 


Volume V, 1915 


The American Economic Review, March, June, September, and **December; 
each, 1.25 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the 
Stock Exchanges; Market Distribution; Statistical Work of the United 
States Government; Relation of Education to Industrial Efficiency; The 
Effect of Income and Inheritance Taxes on the Distribution of Wealth; 
Public Regulation of Wages. 13 


The 
Sut 
Th 
Su 
Su 


8, new, 
Classj- 
Lie sub. 


ch 60 
ch 
ch 6) 


th, 1.00 


st 


1.3 


Publications of the American Economic Association 299 


Volume VI, 1916 


The American Economic Review, **March, **June, September, and **December ; 

each, $1.25 
+*Supplement.—Twenty-eighth Annual Meeting: 

Papers and Proceedings. The Apportionment of Representatives; 

Effect of the War on Foreign Trade; Budget Making and the Increased 

Cost of Government; Economic Costs of War; Economic Theorizing 

and Scientific Progress; The Role of Money in Economic Theory; Price 

Maintenance; Investment of Foreign Capital. Pp. 248. 1.25 
plement—Handbook of the Association, 1916. 715 


Volume VII, 1917 


The American Economic Review, March, June, September, and December; 
each, 1.25 


Sup 


Supplement.—T wenty-ninth Annual Meeting: 

Papers and Proceedings. The National Point of View in Economics; 
Landed Property; Two Dimensions of Economic Productivity; Some 
Social Surveys in Iowa; The Land Problem and Rural Welfare; The 
Federal Farm Loan Act; Statistics of the Concentration of Wealth; 
Gold Supply at the Close of the War; Loans and Taxes in War Finance; 
Problems of Population after the War; Some Phases of the Minimum 
Wage. Pp. 275. 1.25 

Supplement.—Index to the Publications, 1886-1910. 35 


Volume VIII, 1918 


The American Economic Review, March, June, September, and **December; 
each, 1.25 
Supplement.—Thirtieth Annual Meeting: 
Papers and Proceedings. Economic Reconstruction; Federal Taxes 
upon Income and Excess Profits; Land Utilization and Colonization; 
Federal Valuation of Railroads; Co-ordination of Employment Bureaus; 
Control of the Acquisition of Wealth; Motives in Economic Life; Price- 
Fixing; Problems of Governmental Efficiency; Economic Alliances and 
Tariff Adjustments. Pp. 317. 1.25 


Volume IX, 1919 


The American Economic Review, **March, June, September, and December; 
each, 1.25 

**Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service; Interest on 
Investment a Manufacturing Cost Factor; Control of Marketing 
Methods and Costs; War and the Supply of Capital; War and the 
Rate of Interest; Index of the Cost of Living; Securing the Initiative 
of the Workman; A Legal Dismissal Wage; After-War Gold Policies; 
Foreign Exchange; Stabilizing the Dollar; Tenancy of Landed Prop- 
erty; Price-Fixing; Economic Theory in an Era of Readjustment; 
Psychology and Economics; The Open Door and Colonial Policy; Re- 
ports of Committees on Foreign Trade and Purchasing Power of 


Money. Pp. 368. 1.25 
**Supplement No. 2—Report of the Committee on War Finance. Pp. 142. 50 
Supplement No. 3—Handbook of the Association, 1919. 15 


Volume X, 1920 


The American Economic Review, **March, June, September, and December; 
each, 1.25 
“*Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany’s Rep- 
aration Payments; I.iternational Supervision over Foreign Investments; 
Results of a Balanced Industrial System; Employee’s Representation in 
Management of Industry; Prices and Reconstruction; Banking Policy 
and Prices; Large-Scale Marketing; Reports of Committees on Foreign 
Trade, Co-ordination in Taxation, Census Advisory Committee. Pp. 278. 1.25 
Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 2.50 
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Volume XI, 1921 


The American Economic Review, March, June, September, and December; 
eac 
Supplement.—Thirty-third Annual Meeting: mss 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade 
Balance; Problems of the Bituminous Coal Industry; Traditiona) 
Economic 1 y; Non-Euclidean Economics; Federal Taxation of 
Profits and Income; Teaching of Elementary Economics. Pp. 194, l 
Supplement No. 2.—Karelsen Prize Essays, on What Can a Man Afford? 
Pp. 118. 1.00 
Volume XII, 1922 
The American Econor Review, March, June, September, and December; 
each, 
Supplement.—Thirty-fourth Annual Meeting: oo 
Papers and Proceedings. Business Cycles; American Trade Unionism; 
The Railroads; Workmen’s Compensation; Federation in Central 
America; Teaching of Elementary Economics; The Chain Store Grocer; 
Economics and Ethics. Pp. 194. 1.25 
Supplement No. 2.—Handbook of the Association, 1922. 1.50 


Volume XIII, 1923 


The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-fifth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest 
and Investment; Outlook for Wages and Employment; Overhead Costs; 
Commercial Rent and Profits; Labor Turnover; Factors in Wage De- 
terminations; Income of Farmers; Large-Scale Production and Mer- 
chandising; Marketing Farm Products; Bureaus of Business Research. 
Pp. 293. 1.35 
Volume XIV, 1924 
The American Economic Review, **March, **June, September, and December; 
each, 1.25 
Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commercial Policy; 
Railroad Consolidation; Economic Theory; Transportation; American 
Foreign Trade; Marketing. Pp. 192. 1,35 
Supplement No. 2.—Handbook of the Association, 1924. 1.50 


Volume XV, 1925 


The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of 
Economic Theory; Transportation; Marketing; Giant Power; The 
Teaching of Business and Economics; Business Administration; Mone- 
tary Stabilization; Foreign Service Training; Highway Economics; 


Psychological Problems of Industry. Pp. 165. 1.35 
Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. 
Pp. 22. 1,0 
Volume XVI, 1926 
The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Eco- 
nomics; Consuming Power of Labor and Business Fluctuations; 
Economic Problems involved in the Payment of International Debts; 
Economics and Geography; Agriculture in our National Policy; Tarif 
Making; Trade Associations; Theory of Wages; Reducing the Costs of 
Marketing; Topics in Economic History; Railway Problems; Land 
Economics; Federal Reserve Policies. Pp. 353. 1.25 
Supplement No. 2.—Handbook of the Association, 1926. 150 
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Volume XVII, 1927 
The American Economic Review, March, June, September, and December; 


ch, $1.25 each, $1.25 
**Supplement.—Thirty-ninth Annual Meeting: 
ade Papers and Proceedings. Economics of Prohibition; Economic History ; 
nal Use of the Quantitative Method in the Study of Economic Theory; 
of Present Day Corporation Problems; American Practices Analagous to 
125 Foreign Controls over Raw Materials; Marketing; Interest Theory and 
rd? Price Movements; Problem of Effective Public Utility Regulation; Im- 
1.0 migration Restriction—Economic Results and Prospects; Family Budg- 
ets; Motor Transportation in the United States. Pp. 218. 1.25 
Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates 
ch, 1.25 Clark. Pp. 18. 50 
Volume XVIII, 1928 
™ ; The American Economic Review, March, June, September, and December; 
Tal each, 1.25 
er; Supplement.—Fortieth Annual Meeting: 
1.35 Papers and Proceedings. Land Economics; Marketing; Present Status 
1.50 and Future Prospects of Quantitative Economics; Post-War Fluctua- 


tions of Commodity Prices; Relationship between Departments of Eco- 
nomics and Collegiate Schools of Business; Economic History; Simpli- 
fication of the Federal Income Tax; Economic Significance of the In- 
ch, 1.35 creased Efficiency of American Industry; An Approach to the Law of 
. Production and Its Relation to the Welfare of the Wage-Earner; 
Meaning of Valuation; Railroad Valuation with Special Reference to 


ts: the O'Fallon Decision; Interest Rates as Factors in the Business Cycle; 

Ye. Should the Debt Settlements be Revised; An Examination of the Rea- 

er. sons for Revision of the Debt Settlements. Pp. 305. 1.25 

ch. Supplement No. 2.—Handbook of the Association, 1928. 2.00 
1.25 


Volume XIX, 1929 


The American Economic Review, March, June, September, and December; 

ch, 1.25 each, 1.25 
ue Supplement.—Forty-first Annual Meeting: 
; Papers and Proceedings. Market Shifts, Price Movements, and Em- 

vi ployment; Some Observations on Unemployment Insurance; Market- 


” 195 ing; Land Economics; Law and Economics; Price Stabilization; London 

150 and the Trade Cycle; Federal Reserve Policy and Brokers’ Loans; 

‘ Central Planning of Production in Soviet Russia; International Differ- 
ences in the Labor Movement; Tariff Making in the United States; 
Economic History; Locality Distribution of Industries; Regulation of 
Electric Light and Power Utilities; An Inductive Study of Publicly 

*h, 1.25 Owned and Operated vs. Privately Owned but Regulated Public Util- 
ities; Regulation of the Common Carrier; Commercial Motor Vehicle 

of and the Public. Pp. 284. 1.25 

“ Volume XX, 1930 

S: The American Economic Review, March, June, September, and December; 

1.35 each, 1.25 

rs. Supplement.—Forty-second Annual Meeting: 

1,00 Papers and Proceedings. Economic History, Public Works Plan and 
Unemployment; Theory of Economic Dynamics as Related to Indus- 
trial Instability; Chief Economic Problems of Mexico; Reparations 

h, 125 Settlement and the International Flow of Capital; Federal Reserve 
= Board—Its Problems and Policy; Economic and Social Consequences 
a of Mechanization in Agriculture and Industry. Pp. 214. 1.25 
Volume XXI, 1931 
ff The American Economie Review, March, June September, and December; 
of each, 1.25 
id Supplement.—Forty-third Annual Meeting: 

1.25 Papers and Proceedings. Decline of Laissez Faire; Small Loan Busi- 


1.50 ness; Social and Economic Aspects of Chain Stores; Russian Economic 
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Situation; T1 fication and Economic Theory; Persistence of the Men 
ger Movement; Program of the Federal Farm Board; Social Implications 
of Restrictio f Agricultural Output; Land Economics and Real 
Estate; Institut ilism—What It Is and What It Hopes to Become; 
An Approach to World Economics; International Industrial Relationg— 
Migration of Enterprise and Policies Affecting It; World-Wide Depres- 
sion of 1980; Present Depression—A Tentative Diagnosis; Power and 
Propaganda; | f Electric Light and Power Regulation and Some 


Proposed Re é Pp. 302 


The American E Association, founded, among other pu 
encouragement of eco é ch” and “the encouragement of perked freedom of 
economic discussion,” | r three thousand members, including public and profe 
sional men and most of eading students of political economy in America, 
bership dues are five « year. Each member receives all current reports 
publications of the As 


Address all ord¢ for publications, applications for membership, and 
to the 


SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION 


vestern University, Evanston, Illinois 
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